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Accounting-Based Risk Predictions: 
A Re-examination 
Pieter T. Elgers 


ABSTRACT: Previous studies by Beaver et a/. [1970] and Eskew [1979] indicate that 
the inclusion of accounting-based risk measures in models used to predict the systematic 
risk of equity securities enables better predictions than security-market-based models 
which exclude accounting risk measures. This study finds that accounting risk measures 
do not improve upon market-based systematic risk predictions. The earlier findings of 
superior predictive ability for accounting-based forecasts are reinterpreted as due to the 
instability over time of systematic risk, coupled with a fortuitous "shrinking effect” of the 
ordinary least-squares regression model. Replications of the analysis using portfolios, 
risk levels, and contemporary values of the accounting risk variables fail to reveal any 
advantage for accounting-based predictions. Additional tests for the stability of the rela- 
tionship between accounting and market-based risk measures indicate instability over 


time and across groups of companies. 
ROM an investor standpoint, the 
F analysis of financial accounting 

numbers has two potential benefits: 
(1) the identification of mispriced securi- 
ties, so that the analyst might attempt to 
“beat the market” and earn abnormal 
returns; and (2) the prediction of the 


systematic riskiness (or beta) of securities - 


returns, so that the investor might main- 
tain or revise his or her level of portfolio 
risk.! A substantial body of empirical 
research over the past decade suggests 
that investors are unlikely to earn ab- 
normally high returns by the analysis of 
published financial accounting data; se- 
curities markets appear to be reasonably 
“efficient,” in the sense that obviously 
public information is quickly and un- 
biasedly reflected in securities prices 
(e.g., Fama [1976]). On the other hand, 
there is persistent evidence that financial 
accounting numbers are useful in predic- 
tions of beta [Beaver et al., 1970; Eskew, 
1979]. This finding is reassuring both as 
providing some indirect support for the 
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underlying finance theory, and as a par- 
tial justification for costly accounting 
disclosure. Better predictions of syste- 
matic risk should enable investors to 
reduce portfolio adjustment costs in 
attempting to achieve a target level of 
portfolio risk. 


1 This view of a potential role for accounting numbers 
is developed in Kaplan [1978], among other places. 
Additional uses for accounting numbers may be found 
by other constituencies (e.g., taxing and regulatory 
authorities, economic planners, labor organizations, 
and so on). * 


This research is based upon a portion of tbe author's 
dissertation at the University of Maryland. It was com- 
pleted at Boston University's School of Management, 
which provided financial and other research support. 
Philip E. Meyer and Ronald Mannino have offered 
useful editorial criticisms; any remaining obscurities are 
the fault of the author. 


Pieter T. Elgers is Associate Professor 
of. Accounting, University of Massachu- 
setts at Amherst. 

Manuscript received March, 1979. 


Revision received July, 1979. 
Accepted October, 1979. 
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The underlying finance theory demon- 
strates that beta is determined by various 
characteristics of the firm, and its rela- 
tionship to the economy (e.g., Ruben- 
stein [1973], Turnbull [1977]). If (a) 
accounting numbers can be relied upon 
to describe the basic characteristics of the 
firm which affect its systematic risk, and 
(b) the systematic risk of the firm is 
reasonably stable over time, then it is 
conceivable that predictions of beta that 
are based on accounting numbers will be 
superior to predictions based solely on 
security market data. Stated differently, 
accounting numbers may be useful as 
"instrumental variables," allowing in- 


vestors to see through errors in estimating - 


beta, by employing accounting measures 
of the fundamental determinants of beta.” 

Recent research has resulted in a better 
understanding of the biases contained in 
the usual ordinary least squares regres- 
sion (OLS) estimates of beta, and has 
provided a number of analytical (non- 
accounting based) corrections of estima- 
tion errors (e.g., Blume [1975], Vasicek 
[1973], Maier et al. [1977]). It might 
reasonably be expected that these an- 
alytical corrections to OLS beta estimates 
would curtail the apparently superior 
performance of accounting-based predic- 
tions of beta. Lately, Eskew [1979] 
incorporated various of these refinements 
in attempting to improve the naive (non- 
accounting-based) forecasts against 
which the quality of accounting-based 
forecasts were assessed, and found that 
the accounting-based models continue to 
yield superior predictions. 

This paper reports evidence which 
indicates that accounting variables do 
not enable risk predictions that are supe- 
rior to market-based forecasts. Rather, a 


major paradox revealed by this study is . 


that the fact that betas are unstable (or 
imperfectly correlated) over time is in 
large part responsible for the conclusion 
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of earlier researchers that accounting 
numbers enable superior predictions of 
beta. The analysis of forecast error em- 
ployed here suggests a thorough reinter- 
pretation of the earlier studies. Specifi- 
cally, the paper addresses a set.of related 
questions: 

_1. Do predictions of beta based on 
accounting instrumental variables (here- 
after AVs) significantly improve over 
naive (market data only) forecasts? Any 
evaluation of prediction accuracy must 
depend upon the error metric used to 
compare predictions and realizations, 
and in turn the error metric must be 
derived from our knowledge (or assump- 
tions) about investor decisions and the 
consequences of predictive errors. Since 
little is known at present about these 
consequences, the tradition in this type 
of inquiry has been to report accuracy 
measures relevant to several types of loss 
functions [Beaver et al., 1970; Eskew, 
1979]. This study deepens our under- 
standing of the reasons for differences in 
predictive accuracy between models by 
providing, in addition to the error mea- 
sures reported in related studies, a dis- 
aggregation of forecast error which has - 
not been applied previously to account- 
ing-based predictions of beta. 

2. To what extent may inferences 
about the usefulness of accounting num- 
bers in predicting risk be generalized 
between companies, or among companies 
with different levels of systematic risk? 
Recall that the instrumental variables 
rationale for using AVs in risk prediction 
depends upon equity beta being reason- 
ably stable over time. Yet there is some 
evidence that the stability of betas varies 
with risk level [Baesel, 1974; Blume, 
1975]. Moreover, Beaver et al. [1970] 
observe important differences in the pre- 


? A complete statement of the instrumental variables 
rationale is provided in Beaver et al. [1970]. 
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dictive success of an accounting-based 
model for firms of extreme (high or low) 
risk, compared to firms of medium risk. 
However, none of the work to date allows 
for the possibility that different predic- 
tive models may perform best for firms at 
different risk levels. 

3. Are associations of AVs and beta 
stable over time, so that it is meaningful 
to speak in terms of a set of risk-relevant 
accounting variables? Various studies 
have employed the set of accounting risk 
predictors identified by Beaver et al. 
[1970] in attempts to enlighten the policy 
choice by rule-making bodies such as 
the FASB between competing accounting 
methods (e.g., Derstine and Huefner, 
[1974], Eskew [1975]). Yet, the justifica- 
tion for these derived studies is unclear, 
since there has been no published re- 
search to demonstrate that the associa- 
tions between AVs and beta can be as- 
sumed to be stable over different time 
periods or across different samples of 
firms. 

The main sections of the paper are 
organized as follows. Part I summarizes 
recent improvements in methods of esti- 


mating and predicting beta, presents the 


forecast accuracy measures employed in 
this study, and provides details on specifi- 
cations of the accounting-based risk 
numbers selected for this research. Part 
П contains the empirical results and 
answers the questions posed in this 


introduction. Part III summarizes the : 


implications of these findings for reinter- 
preting earlier research, and points direc- 
tions for further study. 
Part I 
BACKGROUND AND METHODOLOGY 
Estimating and Predicting Systematic 
Risk 


‚Теге is now general recognition that 
ordinary least squares (OLS) estimates 
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of beta for a cross-section of securities 
are biased [Vasicek, 1973; Blume, 1975; 
Maier et al., 1977], with the bias being 
larger for firms with high or low beta 
estimates. Several Bayesian corrections 
for this bias have been developed; each 
differs in the amount of prior information 
assumed to be relevant. The Bayesian 
corrections developed by Vasicek [1973] 
and Maier et al. [1977] are described in 
Appendix A to this paper, and their essen- 
tial features will be briefly stated here. 
Vasicek’s [1973] adjustment depends 
upon assumed prior information about 
the mean and variance of the distribution 
of betas for a cross-section of firms. For a 
given security, the correction depends 
both upon the departure of the OLS beta 
estimate from the cross-sectional mean, 
and upon the standard error of the beta 
estimate.? This Bayesian correction has 
several potentially important effects on 
the components of forecast error to be 
presented later in this paper (i.e., bias, 
random error, and inefficiency). With 
respect to bias, since the standard error 
of the beta estimate varies directly with 
the level of the beta estimate (e.g., 
Klemkosky and Martin [1975]), the 
cross-sectional mean of the corrected 
betas will be smaller than the cross- 
sectional mean of the uncorrected betas. 
With respect to random error, the cor- 
rected and uncorrected cross-sectional 
estimates of beta will be imperfectly 
correlated because errors in measuring 
beta are not the same for all securities. 
Finally, forecast inefficiency will be af- 
fected because the adjusted beta estimates 
will be closer than the unadjusted betas 


3 Blume [1975] provides an adjustment identical to 
Vasicek’s, except for the simplifying assumption that the 
standard error in measuring beta is the same for all 
securities. Blume’s correction is a perfect linear trans- 
formation of the cross-section of OLS betas, and will not 
affect inferences concerning the strength of linear associ- 
ation between accounting numbers and beta. For this 
reason, Blume’s correction is not employed in this study. 
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to the average beta for the cross-section 
of companies. 


In contrast to Vasicek [1973], the 


correction developed by Maier et al. 
[1977] makes use of the interrelation- 
ships between and among alpha (the 
market model intercept), beta, and un- 
systematic (residual) risk. The major 
departure from Vasicek's approach rests 
on the assumption that alpha, beta, and 
residual risk are not independent. Similar 
to Vasicek's correction, the resulting 
cross-section of corrected betas will have 
lower mean and variance than, and be 
imperfectly correlated with, the cross- 
section of OLS betas. 

Both of these Bayesian adjustments are 
attempts to correct analytically OLS beta 
estimates for measurement errors. A 
central question motivating this paper is 
whether AVs, as descriptors: of underly- 
ing determinants of systematic risk, 
enable corrections to OLS betas that are 
superior to these market-data-only (or 
naive) corrections. Since “true” current 
betas are unobservable, evidence on the 
superiority of these corrections must be 
indirect. A conventional approach treats 
current beta estimates as a forecast of the 
OLS beta estimate that would be ob- 
tained in further samples from the same 
process (e.g., Beaver et al. [1970], Eskew, 
[1979 D. Of course, to the extent that the 
underlying process is not stable (i.e., true 
beta changes over time) the relative suc- 
cess of the various corrections is likely to 
be unclear. This fact has prompted 
research into the time series behavior of 
beta, which is considered next. 

Blume [1971, 1975] has documented 
the tendency of OLS beta estimates to 
move towards the cross-sectional mean 
of all betas over time. This reversion 
towards the mean is termed the “‘regres- 
sion tendency," and is due to (a) estima- 
tion error (discussed above); (b) imper- 
fect correlation of cross-sections of true 
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betas over time; and (c) reduction in the 
cross-sectional variance of true beta over 
time for a fixed sample of firms [Elgers 
et al., 1979]. Bayesian and accounting- 
based corrections of contemporary beta 
estimates attempt to correct only the 
estimation error. Yet predictions of next- 
period betas should also benefit by cor- 
recting for the other causes of beta 
regression tendencies. However, there is 
no basis in theory for expecting historical 
accounting variables to aid in correcting 
for these causes; moreover, there is evi- 
dence that the importance of these 
causes varies widely over time [Blüme, 
1979]. 

This reasoning suggests that current 
beta estimates will yield predictions of 
next-period betas with substantial errors 
in the tail (high and low risk) areas of the 
cross-sectional distribution of beta. Bay- 
esian corrections should provide only a 
partial remedy of this problem, since 
they address only one of three separate 
causes for the beta regression tendency. 
In this context, it is interesting to recall 
that Beaver et al. [1970] found .that 
accounting-based predictions perform es- 
pecially well in the tail-areas. Unfortu- 
nately, the naive forecast employed by 
Beaver et al. [1970] was OLS beta, which 
is now known to be severely biased in the 
tail areas. Since the Beaver et al. study 
predates the discussion of these biases in 
the finance literature, the choice of a 
naive model is understandable. On the 
other hand, Eskew [1979] makes explicit 
corrections for estimation error; yet, he 
also comes to the conclusion that ac- 
counting numbers enable superior fore- 
casts. Unhappily, Eskew [1979] does not 
report on the success of the tail-area 
forecasts. 

A plausible hypothesis to explain the 
apparent predictive success of account- 
ing-based estimates, compared to various 
analytical corrections, is the following. In 
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OLS regression, R? indicates the per- 
centage of the variability in the dependent 
variable that is “explained” by the set of 
independent variables, so that 


_ VAR(YO) 
R= VARY) a) 


where VAR(Yc) is the variance of the 
predicted value of the dependent variable, 
and VAR(Y) is the variance of the actual 
value of the dependent variable used in 
fitting the regression model. Stated dif- 
ferently, VAR(Yc), the variance of the 
predicted value of the dependent variable, 
is 

VAR(Yc) = К? х VAR(Y) (2) 


In effect, the lower is the OLS regression 
R*, the smaller is the cross-sectional vari- 
ance of the predicted betas. Given the 
three separate causes of beta regression 
tendencies noted above, it is conceivable 
that accounting variables seem to im- 
prove beta predictions only in cases 
where the OLS regressions employing 
the accounting numbers have R?s in the 
“appropriate” range (i.e., a range which 
fortuitously compensates for the three 
causes of beta regression) If so, re- 
searchers would be confronted by the 
paradox that some sets of accounting 
variables appear too successful in explain- 
ing the cross-sectional variability in-con- 
temporary beta: a high regression К? 
would create a cross-section of predicted 
betas which fails to compensate ade- 
quately for all three sources of beta 
regression tendencies. 

Some feeling for the potential impor- 
tance of this effect is available from the 
data in Exhibit 1. This Exhibit was pre- 
pared from statistics reported in Elgers 
et al. [1977]. OLS beta estimates were 
obtained using monthly data for three 
successive non-overlapping seven-year 
periods. The period 1 cross-section was 
used to predict period 2 beta, and the 
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Exnrmir 1 : 
DISPERSION ADJUSTMENT AND MEAN SQUARE ERROR 











Model: B, ors +R X (Ba, Bors) 
Mean Square Error (MŠE) 
Value of R | Period 2 Period 3 
1:00* 0.087 0.116 
0.75 0.078. 0.091 
0.70 0.078*** 0.088 
0.65 0.078 0.086 
0.60 0.079 0.085 
0.55 0.080 0.084*** 
0.50 0.082 0.085 
0.05 0.120 0.123 
0.00** 0.127 0.131 


* Equivalent to a forecast that B,, ,— B, 
++ Equivalent to a forecast that B,, ,— B, 
*** Lowest MSE 


Dispersion adjustments resulting from a Bayesian cor- 
rection to OLS beta estimates: 


Ratio of standard deviation of the Period 2 Period 3 
cross-section of adjusted betas 
(following Vasicek [1973]) to 
standard deviation of the cross- 
section of OLS betas. 


0.795 0.793 


Note: The three periods used to prepare this exhibit 
begin in July of 1954, 1961, and 1968, respectively. 


period 2 cross-section was used to predict 
the period 3 beta, using the following 
model: NN 


Biss тт Ba, T R(Ba, = Bais) (3) 


so that estimated next-period beta, B,, ,, 
is given by the current period's mean beta, 
Bas anda “shrinking factor,” R, applied 
to the deviation of the current beta, Bos 
from the cross-sectional mean in order to 
allow for the regression effect. 

As the shrinking factor is varied from 
one (a prediction that next period's beta 
equals this period's OLS beta) down to 
zero (a prediction that successive betas 


^ This felicitous phrase is due to Efron and Morris 
[1977]. It refers to the fact that Bayesian adjustments 
cause a reduction or shrinking of the variance of the 
cross-sectional estimates. 
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are uncorrelated), the forecast mean 
square error (MSE) at first declines and 
then increases. This period's OLS beta is 
an inefficient predictor, in the sense that 
predictions below the mean tend to be 
too low, and those above the mean tend 
to be too high.? Using hindsight, the 
"best" value for the shrinking factor 
would have been about .70 in period 2 
and .55 in period 3.Higher values would 
undercorrect, and lower values would 
overcorrect, the inefficiency in the OLS 
betaestimates. 

The pertinence ofthe display in Exhibit 
1 is the following. Beaver et al. [1970, p. 
672]report an R? of .447 in the regression 
of OLS beta and aset of accounting num- 
bers. Use ofthe regression to estimate the 
next period's beta implies a shrinking 
factor of (.447)1/2 or .668. For the data 
used in Exhibit 1, a shrinking factor of 
.668 would have entailed a reduction in 
MSE of 10.4 percent in period 2, and 24.1 
percent in period 3. Yet Beaver et al. re- 
port just a 4.3 percent reduction in MSE 
due to the accounting-based model. 
This suggests that accounting instru- 


ments may have introduced error into . 


the beta forecasts, so as to offset partially 
a fortuitous shrinking effect of OLS 
regression. ; 

It is also apparent from Exhibit 1 that 
the Bayesian correction to OLS beta to 
compensate for measurement errors fails 
to account for substantial additional 
sources of the beta regression tendency 
(the implied shrinking factor is about .79 
in both periods, using Vasicek's [1973] 
correction). 

The preceding observations are de- 
cidedly ex post, since they are based on 
information that was not available when 
attempting to predict beta. They are also 
confined to just a single source of forecast 
error, i.e., inefficiency. Yet the reasoning 
suggests that the "shrinking" effect of 
multiple regression-based accounting risk 
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forecasts may account for a substantial 
part, if not all, of the superiority of 
accounting-based predictions. Any data 
series (whether or not accounting-based) 
having the “appropriate” correlation 
with equity beta would perform equally 
well in this regard. In fact, there may be 
no reason to employ any data beyond the 
current period’s OLS beta, as in Exhibit 1. 

However, the arguments supporting 
the use of accounting risk numbers as in- 
strumental variables suggests that ac- 
counting numbers may reflect underlying 
risk determinants as defined by capital 
market theory [Beaver et al., 1970]. In 
addition to the shrinking effect of the 
regression model, the predicted betas 
would be imperfectly correlated with the 
OLS betas used in fitting the regressions; 
whether this is helpful to prediction is 
indicated by the amount of random error 
in the forecast. 

Further discussion of the sources of 
forecast error, and their implications for 
evaluating accounting-based forecasts, 
will follow a description of the disaggre- 
gated forecast accuracy measures used in 
in this study. 


Evaluating Forecast Accuracy 


There is general recognition that useful 
accuracy statistics depend upon the con- 


5 An analytical decomposition of MSE follows later 
in the paper. 

$ Atthe individual securitylevel, MSE isreduced from 
.093 to .089 due to the use of accounting numbers 
[Beaver et al., 1970, p. 677]. 

? [t is difficult to apply the same reasoning to Eskew’s 
[1979] results, owing to some apparent peculiarities in: 
Eskew's sample companies. For example, Eskew's 
sample selection criteria were quite similar to those used 
in Beaver et al. [1970] and in the present study. Due to 
survivorship bias, and other factors, the mean OLS beta 
for such a cross-section is expected to be slightly below 
the market beta of one. However, Eskew reports average 
cross-sectional betas of 1.18 in. period 2 and 1.12 in 
period 3. In random samples of size 200 from the popula- 
tion of New York Stock Exchange companies, such a 
result would be expected less than 0.0001 percent of the 
time in a single period, and are virtually certain not to 
occur in two successive periods. 
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sequences of inaccurate predictions [Bea- 
ver et al, 1968; Demski and Feltham, 
1972]. Since little is known about these 
consequences, a suitable and popular 
approach in this type of research has been 
to report accuracy measures appropriate 
to a variety of possible consequences. The 
earlier arguments concerning the causes 
of beta regression tendencies, and the 
possibly fortuitous cause for the appear- 
ance of superiority for accounting-based 
predictions, suggests the utility of the 
decomposition of forecast MSE to be 
` described next. 

A useful decomposition of MSE de- 
veloped by Mincer and Zarnowitz [1969] 
for evaluating economic forecasts, and 
applied by Klemkosky and Martin (1975) 
to the evaluation of extrapolative beta 
forecasts, is the following: 


MSE = (Ba— Вр)? 
^. -(1—ajY VAR(Bp) 
+(1—ra,p) VAR(Ba) (4) 
where Ba and Bp are the means of the 
actual and predicted betas, a, is the slope 
coefficient of the regression of Ba on Bp, 
r?a, pis the squared correlation of Ba with 
Bp, and VAR represents variance. The 
elements have a convenient interpreta- 
tion: 
(Ba — Bp) 
(1 — a, VAR(Bp) 
(1 — r?a, р) VAR(Ba) 


represents bias; 
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the AV-based risk predictions. Each is a 
"no change" forecast, since any correc- 
tions to OLS betas are directed only to 
estimation errors. The following notation 
is employed: 


(1) B,4: Ordinary least squares beta 
estimate 
(2) B, : Bayesian adjustment, fol- 
lowing Vasicek (1973). (See 
| Appendix A.) 
(3) B, : Bayesian adjustment, fol- 


lowing Maier et al. (1977). 
(See Appendix A.) 


B. Accounting-based predictions: 


The accounting-based models eval- 
uated in this study are differentiated by 
(1) the dependent variables, which are the 
various estimates of beta to be ‘“ех- 
plained" and predicted by the accounting 
risk measures ; (2) the independent vari- 
ables, which are the sets of accounting 
risk measures used to explain the cross- 
sectional variability of the dependent. 
variable, and to predict its value next 
period; and (3) transformations of the 
independent variables. Each element will 
be discussed briefly. 

1. Dependent variables: 

The studies by Beaver et al. [1970] and 





(4a) 
represents inefficiency ; and (4b) 
represents random disturbance, or forecast (4c) 


errors unrelated to the value of Bp. 


The following section will describe the 
predictive models to be employed in the 
later empirical analysis, and will state the 
expected results in terms of the MSE 
decomposition presented above. 


Prediction Models Employed i 
А. Non-accounting-based predictions: 


Three naive (market data only) beta 
forecastsserve as benchmarks to evaluate 


Eskew [1979] show that a substantial 
portion (ranging from 55.3 to 73 percent) 
of the cross-sectional variability in beta 
remains unexplained by selected sets of 
accounting risk numbers. Since the 
strength and direction of the association 
between accounting numbers and beta 
has been used both to validate the under- 
lying finance theory (e.g., Hamada [1972], 
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Lev [1974]) and to justify accounting 
disclosure [Beaver et al., 1970], it is of 
considerable interest to note whether 
analytical corrections of errors in esti- 
mating beta serve to increase the strength 
of association with accounting risk num- 
bers. For this reason, the dependent 
variable in the regressions is defined in 
turn as Bas B,, and Bm 

Empirically, Bayesian-adjusted betas 
are highly correlated with OLS beta, so 
that the strength of linear association 


with accounting numbers should be only. 


slightly affected by such corrections. 
However, the Bayesian corrections cause 
large reductions in the cross-sectional 
variance of beta so that the estimated 
coefficients of the accounting risk vari- 
ables should be smaller (in absolute 
amount). Because these same coefficients 
are used to predict next period beta, the 
inefficiency component of forecast MSE 
should be significantly affected by the 
Bayesian adjustments. 

2. Independent variables: 

The set of potentially risk-relevant 
accounting variables is virtually un- 
bounded; any combination or transfor- 
mation of accounting variables may be 
suggested as useful in predicting beta. 
While various innovations in specifying 
accounting variables have been reported 
[Gonedes, 1973; Beaver and Manegold, 
1975; Thompson, 1976], most studies of 
predictive ability continue to use subsets 
of, or minor variations on, the set of 
variables employed in the seminal work 
by Beaver et al. [1970].° This study opts 
for the set of 28 candidate independent 
variables described in Appendix B, based 
on a review of earlier studies as well as 
underlying financial theory (e.g., Ruben- 
stein [1973], Bowman [1979]). The fol- 
lowing considerations were important in 
selecting the variables. 

Generally, equity beta is expected to 
vary positively with financial and oper- 
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ating leverage [Hamada, 1972; Lev, 1974] 
and negatively with firm size and dividend 
payout policy [Beaver et al., 1970; Ben- 
Zion and Shalit, 1975]. Empirically, 
measures of variability for cash flow and 
earnings, as well as “accounting betas”? 
correlate positively with equity beta. Yet, 
there is no deductive bridge from the 
underlying finance theory to the best 
accounting-based measure of a given risk 
determinant, and the specifications have 
differed substantially across the available 
studies. In cases where the selection 
between alternative accounting proxies 
for the same underlying risk determinant 
seemed especially arbitrary, this study 
has included several alternative candi- 
date variables (e.g., size; financial and 
operating leverage). Of course, such an 
approach guarantees a high level of cor- 
relation (multicollinearity) among the set 
of candidate independent variables. This 
difficulty has been dealt with both by the 
use of stepwise regression to choose the 
“best” subset of candidate variables, and 
by a principal components (PC) trans- . 
formation of the independent variables. 

3. Principal components analysis of 

the independent variables: 

The principal components transforma- 
tion of the AVs was motivated in several 
Ways: 

(a) A total of 28 separate accounting 
ratios have been included to reflect 
basically four determinants of equity beta 
(leverage, size, variability, and covari- 
ability determinants). If each of the 
alternative accounting risk numbers that 
is included to represent a given risk de- 
terminant embodies some measurement 
error, and if such errors are not strongly 


8 For example, see Eskew [1979] and Derstine and 
Huefner [1974]. Notable exceptions are Rosenberg and 
Marathe [1975] and Rosenberg and McKibben [1973]. 

? Accounting betas are slope coefficients for the linear 


‚ relation between a firm's accounting risk number, and a 


market-wide index for the same accounting risk number. 
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correlated across all of the accounting 
variables included to represent that risk 
determinant, then the measurement er- 
rors may offset to some extent in the 
calculation of the principal compo- 
nents, !° 

(b) The potential of data reduction 
techniques such as principal components 
analysis is relevant to the search for ways 
to reduce the amount of data in financial 
reporting without a corresponding loss 
in information content [Fertakis, 1969; 
Boatsman et al., 1976]. Given such con- 
cern for the ability of statement readers 
to process the large amount of data in 
published financial reports, the discovery 
of a more limited number of underlying 
financial dimensions might enable a 
reduction in the reader’s information 
processing task. Of course, the sacrifice 
in interpretability of the derived factors 
might offset such an advantage. 

(c) Various of the AVs are highly cor- 
related, due in large part to the use of 
several competing measures for. the same 
underlying risk element (e.g., the listing 
of candidate independent variables in 
Appendix B includes three separate vari- 
ables for both operating and financial 
leverage, four size measures, ten forms 
of accounting betas, and so on). The use 
of sets of highly inter-correlated variables 
as candidate independent variables in 
regression makes it quite likely that re- 
gression models fitted to separate sam- 
ples will appear to be quite different. 
Even minor variations among the sam- 
ples may cause dramatic differences in the 
estimated regression slope coefficients, 
and may cause entirely different sets of 
variables to enter the regression model, 
using stepwise selection of variables. The 
use of principal components analysis 
transforms the set of highly correlated 
AVs into a set of derived variables that 
are uncorrelated. 

(d) Regressions which usé a principal 
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components transformation of the inde- 
pendent variables have been found in 
other studies to be reasonably stable over 
different sets of data [Korth, 1975, p. 
148]. For this reason, the present study 
does not attempt to "rotate" the scores 
in order to improve the interpretability 
of the transformed variables in terms of 
the more familiar accounting risk mea- 


. sures. Since error is distributed unpre- 


dictably among the derived factors when 
rotations are performed, such a rotation 
might defeat this purpose in using the 
principal components transformation. 


Expected Prediction Results 


The earlier discussion of beta regres- 
sion tendencies and the shrinking effect of 
the OLS regression model leads to the 
following expectations concerning the 
AV-based predictions, in terms of the 
bias, inefficiency, and random error com- 


'ponents of mean square error. 


Bias is expected to be highest for the 
predictions based on B,,,. By the mechan- 
ics of OLS regression, the mean predic- 
tion of period 2 betas equals the mean of 
the dependent variable used in fitting the 
regressions. Owing to a survivorship 
effect (see footnote 7), the mean of the 
actual period 2 betas should be less than 
the mean of the period 1 betas. Since the 
Bayesian-adjusted betas (B, and B,) 
will have a lower cross-sectional mean, 
the bias may be reduced or eliminated for 
predictions based on the adjusted betas. 

Inefficiency is also expected to be 
highest for the predictions based on Bos- 
Inefficiency reflects the tendency of pre- 
dictions below the mean to be too low, 
and predictions above the mean to be too 
high. It is known empirically that predic- 
tions using B, are highly inefficient, 


10 Principal components are linear combinations of 
the accounting risk numbers. In the extreme case of 
uncorrelated measurement errors, the error would be 
“diversified” away as the number of variables increases. 
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and that Bayesian corrections provide 
.only a partial remedy of the problem 
(e.g., Klemkosky and Martin [1975]). In 
the case of accounting-based predictions, 
the use of the regression model provides 
a "shrinking effect" (see Expression (2), 
above) which also directly affects the 
amount of forecast inefficiency. As a 
consequence, forecast inefficiency will 
reflect the combined results of the regres- 
sion effect and the Bayesian adjustment. 

As a result, the naive model using 
By, is expected to be most inefficient, 
while step regressions employing Bay- 
esian-adjusted betas as dependent should 
be least inefficient. ++ 

Random error is expected to be highest 
for the naive prediction using B,,,, since 
this model excludes prior knowledge 
about the cross-sectional distribution of 
beta, and ignores the potential of ac- 


counting numbers to describe the funda- 


mental determinants of beta. The naive 
models using Bayesian-adjusted betas 
should show lower random error than 
Bas, since these adjustments incorporate 
information about estimation errors for 
the individual firms in the sample (see 
Appendix B). Finally, models which 
employ accounting variables and Bay- 


esian-adjusted betas in prediction should. 


have the lowest random error, since firm- 
specific accounting measures of various 
fundamental determinants of systematic 
risk have been incorporated in these 
models. 


Part II 
EMPIRICAL RESULTS 
Descriptive Statistics 


A listing of the candidate deeds 
variables employed in this study, together 
with various descriptive statistics, ap- 
pears in Appendix B;!? the listing in- 
cludes the variables common to the 
Beaver et al. [1970] and Eskew [1979] 
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studies. However, since a stepwise regres- 
sion procedure will be used to construct 


‘a prediction model, there is no guarantee 


that the variables used in the earlier stud- 
ies will appear in the final prediction 
equation. All of the statistics and regres- 
sion models were developed using the 220 
firms having sufficient data for com- 
puting the variables described in Appen- 
dix B, unless otherwise noted. 

Table 1 displays the effects of Bayesian 
adjustments to the estimated market 
model parameters. Since the Bayesian- 
adjusted estimates are highly correlated 
with the OLS estimates, there will be no 
important reductions in the unexplained 
cross-sectional variances of equity betas 
due to these corrections. However, the 
lower-cross-sectional variances of the 
adjusted betas will have important effects 
on forecast inefficiency, as indicated 
earlier. 

- The stepwise regression results are 
contained in Table 2. As expected, the 
coefficients for models employing ad- 
justed betas are lower in absolute amount 
than those using В... Dividend payout 
and a sales beta have important marginal 
contributions in each case examined. The 
regressions using B,, appear to explain 
larger portions of the cross-sectional 
variance in beta, though the differences 
are not statistically significant.!? The 
shrinking factor, which reflects the com- 
bined effects of the Bayesian adjustment 
to the dependent variable, and the dis- 
persion-reducing effect of regression (see 
Expression 1), will have important conse- 


11 Of course, a shrinking factor may also be too low 
and thereby cause inefficiency. 

1? Additional statistical detail and a justification for 
each of the variables included are available from the 
author. 

13 Similar results were obtained when the entire set of 
independent variables was forced to enter the regressions, 
and also when the same subset of independent variables 
was used in each regression. 
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TABLE 1 
MARKET RISK: SUMMARY STATISTICS 


Correlation 




















== =з SSS LEE RUM RC "Standard 
ў Bj, B, В, Bj Mean Deviation 
Bl, 1.000 : .986 .329 
В, .996 1.000 .968 269 
Ba. 981 981 1.000 | 985 252 
В 591 .584 .597 1:000 .892 285 
Legend: В,1: period one OLS beta 
B, : Bayesian adjusted beta [Vasicek, 1973] 
B,: Bayesian adjusted beta [Maier, et al., 1977] 
Bj: period 2 OLS beta 
TABLE 2 
SUMMARY OF STEPWISE REGRESSION RESULTS 
Independent Variable 
Accounting Variables (AVs) Principal Componenets (PCs) 
Dependent: By B, Bn Boy B, В, 
Unadjusted А? .328 .324 .382 444 436 454 
Adjusted R? 315 Зп .368 .423 415 .436 
Standard error of estimate 27) 223 .200 250 .207 .189 
Shrinking factor .572 465 473 .667 .540 .516 
Independent variables* 3 
Coefficients and (t-values) 
Sales beta, adjusted covarient form 0.108 0.096 0.073 NOTE: Each PC is a linear 
І І (4.84) (5.21) (4.36) combination of the set of 
. 28 AVs. The three models 
Dividend payout ~1.034  —0.824 0.766 reported here include nine, 
(—9.46) (—9.15)  (-9.52) nine and eight PCs, 
respectively. 
Cash flow beta —0.041 | —0.034 — 
(—2.72) (—2Л73) — 
Assets squared = — —0.003 
— — (—3.43) 
Sales variability ~~ — 0.407 
— — (2.14) 





* For all stepwise regressions, F to enter and remove was set at 4.0 and tolerance at 0.9. See Appendix В fora descrip- 
tion of the full set of candidate independent variables. 
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TABLE 3 
PREDICTION RESULTS: AGGREGATE ACCURACY MEASURES 





Naive 
Dependent: Bots B, B, 
. Mean square error 0865 .0699 .0675 
.2138 ^ 2115 





Model 
AVs PCs 
Bots B, B, Bots B, B, 
0777,  .0717 .0697 0668 .0614 | .0628 
-2204  .2127 .2088 -2091 1947 .1960 


Mean absolute error .2391 ` 


quences for the inefficiency component of 
forecast error in the prediction results to 
Бе developed below.!^ 

Table 3 uses the regression equations 
developed in period 1 to predict market 
betas in period 2. In terms of total mean 
square error, forecasts based on AVs 
seem clearly superior to the naive B4, 
forecast, consistent with the results of 
Beaver et al. [1970] and Eskew [1979]. 
By, has a mean square error (MSE) of 


.0865, while the poorest of the accounting 


models has a MSE of .0777. In all cases, 
the models using B,, have the highest 
MSE. Forecasts using principal compo- 
nents as independent variables have the 
smallest MSE in all cases.!5:1 Since the 
results in Table 3 are reported in terms of 
total MSE, the statistical significance of 
the differences has not been evaluated. 

A better understanding of the relative 
performance of these prediction models 
is permitted by the disaggregation of 
MSE shown in Table 4. The bias com- 
ponent of MSE depends solely on the 
mean of Ше dependent variable used in 
developing the prediction models, and is 
unaffected by the use of accounting num- 
bers (AVs or PCs). Due to survivorship 
bias (footnote 7), a mean prediction 
moderately lower than the mean B,, in 
period 1 would be expected to have little 
bias, and such is the case in Table 4. The 
relatively poor performance of the naive 
D, forecast is due mainly to inefficiency, 
as expected. The inefficiency component 


of MSE is seen to vary directly with the 
shrinking factors reported in Table 2. 
AV-based predictions have higher ran- 
dom error in each case. 

Since the results of Table 4 cast doubt 
on the view that AVs enable superior 
predictions of equity beta, the analysis 
has been extended in three ways. First, 
the sample companies were grouped into 
44 five-security portfolios!? in an effort 


14 The shrinking factor is computed as follows: 


Standard deviation of dependent variable 
Standard deviation of period one Bos 


x (Unadjusted R?)!? 


For example, in the model using B,, and AVs, the shrink- 
ing factor is: 


252 pa 
og X (38)? = 473. 


15 Since each of the PCs is a linear combination of the 
entire set of 28 A Vs, statistical details are not reported 
here and are available from the author. Among other 
things, the supporting calculations indicate that a good 
deal of useful information may be discarded by employ- 
ing the Kaiser criterion for retaining PCs. The Kaiser 
selection criterion retains only those factors which ex- 
plain more variance than that produced by a single 
original variable (i.e., factors with eigenvalues equal to or 
greater than 1.0). Yet one of the more important PCs in 
each of the stepwise regressions has an eigenvalue of 
just 0.04. 

16 A Jinear transformation of the set of independent 
variables adds no new information, so that the entire set 
of 28 principal components would show the same pre- 
diction results as would the entire set of AVs. However, 
the results shown here are based on subsets of the AVs 
and PCs, as selected in the stepwise regressions. 

17 The grouping variable was period one’s B,,,, follow- 
ing the procedure used by Beaver et al. [1970] and 
Eskew [1979]. 
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TABLE 4 
PREDICTION RESULTS: DISAGGREGATED ACCURACY STATISTICS 
Model 
Naive ARs PCs 
Dependent: Bots B, B, Bois B, B, Bos B, Br 
Mean Prediction (Bp) 986 968 985 986 .968 .985 .986 .968 .985 
Correlation (Bp, Ва) .591 .584 .597 .447 444 .500 .565 -563 577 
Standard deviation of ` . 
prediction (Sp) .329 269 252 .188 153 155 211 71 .170 
MSE decomposition: Р 
. Bias 4090 .0058 .0086 .0090 — .0058 .0086 .0090 .0058 .0086 
Inefficiency .0257 0106 .0067 .0037 .0007 0002 .0025 10001 .0000 
Random error 0528 0535 .0522 -0650 .0652 .0609 .0553 .0555 0542 
Total MSE .0865 .0699 | 0675 ` .0777  .0717 0697 .0668 .0614 .0628 
TABLE 5 TABLE 6 
PREDICTION RESULTS FOR FivE-SECURITY PORTFOLIOS PREDICTION RESULTS USING PERIOD 2 
ACCOUNTING VARIABLES 
Decomposition 
Model and Decomposition 
dependent i Ineffi- Random 
variable: MSE Bias ciency Error Dependent Total Inefi- Random 
variable: MSE Bias ciency Error 
Naive: В, оь 0449 .0090 .0258 .0101 
^ By 0271 .0058 .0106 .0107 В, ots .1082 .0216 .0115 — ^.0751 
B, 0260 „0086 0069 .0105 ' B, .0947 .0135 .0056 ^ .0756 
B, 0918 . .0123 .0053 .0742 
AVs: Bios .0264 -0090 0004 .0170 
B, .0248 .0058 . .0018 .0172 
B, .0262 .0086 10022 


-0154 


to reduce random measurement errors. 
The analysis was repeated, and the results 
appear in Table 5. As expected, the port- 
folio groupings allow substantial reduc- 
tions in random error. Yet, the naive 
models continue to have less random 
error than the AV-based models. Fore- 


cast inefficiency is only slightly affected . 


and, by construction, there is no affect on 
‘forecast bias. 

Second, it may be argued that the poor 
performance of the AV-based models is 
due to the fact that period 1’s accounting 

_risk numbers are obsolete as predictors, 
but that period 2 values of the AVs might 


be useful to validate or to correct period 
2 betas.!? To test this possibility the 
analysis was repeated using the stepwise 
regression coefficients from period 1, 
together with the period 2 AVs. The 
results, shown in Table 6, are rather 
destructive to the notion that AVs enable 
superior predictions. Compared to the 
naive forecasts (in Table 4), the period 2 
AVs provide forecasts with substantially 
higher random error and bias; forecast 
inefficiency is slightly lower. 


1$ Eskew [1979] includes a model using forecasted 
values of the period two accounting numbers, presuming 
*that the accounting data will revert toward their means 
as beta has been shown to do" (p. 112). Yet, there is no 
published evidence that accounting risk numbers revert 
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TABLE 7 
PREDICTION RESULTS: Low, MEDIUM, AND HIGH RISK FIRMS 














Aggregate Error Disaggregation of MSE 
MAE MSE Bias Inefficiency Random Error 
Naive models: 
Low risk, B; 2039 0678 0064 0042 0572 
B, .1875 .0560 .0001 .0001 .0558 
Medium risk, В .1819 .0485 .0083 .0016 . .0386 
B, .1810 .0485 .0100 .0005 .0380 
High risk, Bos 3314 1462 0734 0083 .0645 
Bu 2677 .1002 .0346 .0018 .0638 
AV models: А | 
Low risk, Bois .2067 90737 90064 0004 .0669 
B, .1908 0593 0001 .0033 0559 
Medium risk, Вы 1834 0481 _ 10083 0004 0394 
Bn .1808 0488 0100 0001 .0387 
High risk, Bots 3117 1410 .0734 .0003 .0673 
B, .2482 .0956 .0346 .0002 .0608 





Third, it may be argued that fitting a 
single regression equation to the entire 
cross-section of firms is unduly restric- 
tive, since there is evidence that separate 
underlying processes may characterize 
different risk levels of firms [Reilly and 
Gentry, 1976]. In order to test this 
possibility, the sample was ranked using 
the period 1 OLS beta and divided into 
portfolios of high, medium, and low risk 
(there are 73, 74, and 73 firms in the re- 
spective portfolios). The results appear in 


Table 7, and suggest that the predicta- : 


bility of equity beta may depend upon 
risk level. Betas for firms of extreme (high 
and low) risk seem inherently harder to 
predict than those for firms of medium 
risk. A similar observation led Beaver 
et al. [1970] to suggest that AVs might be 
most useful in the tail-area forecasts. 
However, the AV-based forecasts fail to 
offer improvement in the tail areas. As 
shown in Table 7, there are no important 
differences in the relative performance of 


the naive and the AV-based forecasts for 
firms of high or low risk. 


Stability Tests’? 


The set of accounting risk variables 
identified by Beaver et al. [1970] has 
been widely employed by later research- 
ers investigating the consequences of 
alternative accounting policies (e.g., Der- 
stine and Huefner [1974], Eskew [1975]). 
Such studies rest on the presumption of a 
stable relationship between that set of 
accounting risk numbers and equity beta, 





towards their means. (Lev [1969] shows a limited 
amount of reversion towards industry norms.) In order 
to avoid the confounding effect of forecast errors in the 
independent variables, this study adopts a more direct 
approach, using the actual period 2 accounting numbers. 
This provides an upper limit to the accuracy attainable 
by using forecasted accounting numbers. If the predic- 
tions based on actual contemporary values of the AVs 
fail to outperform naive forecasts, there would beno need 
to forecast the AVs. 

19 Space prevents reporting the details of these tests, 
which are available from the author. 
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yet this stability has not been directly 
tested. While it might be argued that the 
superior predictive ability of AV-based 
forecasts provides an indirect measure of 
stability, the results of the present study 
question the conclusion that AVs enable 
superior predictions of beta. 

Three types cf stability tests were 
appliéd to the relationships measured in 
this study. First, the stability of the inter- 
relationships among the set of predictor 
variables was tested, to assess whether 
the derived PCs were stable over time 
[Morrison, 1976, p. 119]. The stability 
hypothesis was rejected, suggesting that 
generalizations about a stable set of 
latent risk dimensions would be ill- 
founded. Next, the stability over time of 
the relationship between accounting 
numbers and beta was tested both for 
individual coefficients (following Fisher 
[1959 ]) and for the entire regression plane 
(following Chow [1960]). Again, the 
stability hypothesis was rejected.?? Fi- 
nally, the stability of the regression plane 
across different risk levels was tested 
using the Chow [1960] test, and also 
rejected. In all cases, the stability hy- 
potheses were rejected at significance 
levels beyond alpha of 0.01. 


Part III 
SUMMARY AND CONCLUSIONS 


The evidence reported above supports 
the following major conclusions: 


l. Accounting-based predictions of 
beta do not improve over naive (market 
data only) forecasts. Rather, the use of 
accounting numbers introduces random 
error in beta prediction. The disaggrega- 
tion of forecast error employed in this 
study reveals that a fortuitious “shrinking 
effect," as defined in Expression (2), in 
the use of the regression model has been 
the likely cause of the contrary conclu- 
sions of earlier studies. This finding is 
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reinforced by replications of the analysis 
using five-security portfolios, sub-sam- 
ples based on risk levels, and also by em- 
ploying period 2 values of the account- 
ing numbers. The best naive forecast is 
that developed by Maier et al. [1977], 
which incorporates information on the 
interrelationship of all three market 
model parameters. 

2. There is no apparent superiority for 
AV-based predictions in the tail (high 
and low) areas of the cross-sectional dis- 
tribution of beta, contrary to the earlier 
finding by Beaver et al. [1970] that AV- 
based forecasts are particularly success- 
ful for firms of high and low systematic 
risk. Moreover, it appears that the associ- 
ation of accounting variables and beta 
differs by risk level.?! 

3. Attempts to generalize over time 
about the predictive ability of accounting 
risk nunibers, or about the relevance of 
specific accounting ratios to explanations 
or predictions of equity beta, should be 
done with extreme caution. The evidence 
reported here indicates that individual 
regression coefficients and the entire 
regression plane relating accounting 
numbers and betas are unstable over 
time. Moreover, the covariance relation- 
ships within the selected set of accounting 
numbers are unstable over time, suggest- 
ing that the use of data reduction tech- 
niques such as principal components 
analysis may offer little promise in at- 
tempts to identify a smaller set of latent 
risk constructs. 


29 When the full set of 28 variables was forced to enter 
the regression, the stability hypothesis could not. be 
rejected in several cases owing to very large standard 
errors of the regression coefficients. 

21 This conclusion is based on the Chow-test results 
reported earlier. In addition, stepwise regressions per- 
formed separately for the three risk levels (low, medium, 
and high) produced regression models with different sets 
of variables and/or coefficients. Given the high multi- 
collinearity among the candidate independent variables, 
the latter test is less persuasive. 
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These conclusions have two broad 
implications for investors and for re- 
searchers in accounting. First, investors 
attempting to predict the systematic risk 
of equity securities should base their 


\ 


forecasts on analytical corrections for . 


Statistical errors in measuring beta, with 
‘some additional allowance for the re- 
maining tendency of betas to revert over 


time towards the market-wide average · 


beta. Accounting numbers are not ex- 
pected to improve the risk forecasts. 
Second, the relationship between ac- 
counting numbers and beta differs sub- 


stantially across different samples of 


firms, and over separate time periods. 
For this reason, there is. no apparent 
justification for using the sets of ac- 
' counting risk numbers identified in earlier 


- published studies, in assessing the conse- · 


quences for risk prediction of various 
accounting policies. 

-Itis doubtful that the results of a single 
study will convince investor-analysts to 
forego the use of accounting-based mod- 
- els for predicting systematic risk. Indeed, 

the limitations of this study suggést the 
need for continuing research on the 
potential of accounting numbers to aid in 
risk predictions. Among the limitations 
are the following: 

This study tested thé fistrumental 
variables rationale for employing AVs in 
risk prediction, and so did not investigate 
the possible coniplementarity of market- 
based and accounting-based information. 

'For example, Rosenberg and Marathe 
[1975] have presented evidence that AVs 
and market-based risk mieasures used 
in combination as independent variables 
may enable predictions of systematic 

risk that are superior to using AVs or 
market data alone. However, since 


‘Rosenberg and Marathe’s [1975] results - 


are based on MSE as the error metric, 
` their results are also susceptible to the 
"shrinking effect" examined in this 
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рарег.22 In any event, since accounting: 
information is simply a portion of the 
broader information set available to 


investors, the possible utility of account- 


ing numbers in combination with other. 
(non-accounting) data is worthy of fur- - 
ther study. 

Related to this limitation. is the fact 


that accounting data cannot be expected _ 


to reflect the combination of firm-specific 
and exogenous economic variables which 
interact to determine systematic risk. 
Turnbull [1977] shows that the syste- 
matic risk of the firm is a weighted aver- - 


‘age of beta coefficients for firm-specific - 


variables and for.various economic vari- 
ables. The omission of.important vari- 
ables from accounting-based models im- 
plies a possible misspecification, and may 
create difficulties in. interpreting the 
empirical associations. For example, 
Turnbull’s [1977, p. 1141] analysis indi- 
cates that systematic risk is not positively 
related to growth, contrary to the find- 
ings of this and precursor studies (e.g., 
Beaver et al. [1970]). This suggests that 
the accounting-based growth variable. 
may serve as a proxy for some (as yet 
undefined) set of omitted economic vari- 
ables which have a positive association 
with systematic risk. | 
The initial choice of the set of candidate 
independent variables was, of necessity, 
arbitrary since the "best" set of variables 
cannot be identified. deductively. The 
inferences from this research are condi- 
tional on the set of variables included. 
The accounting reports of the sample 
companies differ with respect to the 
accounting methods employed, and.the | 
utility of a given accounting risk measure _ 
may depend upon the set of accounting 
methods used in producing the measure. 


22 The accuracy measure reported by Rosenberg and - 
Marathe [1975, p. 149] i is a ratio of two differences, so 
that a direct comparison to the results of this study is not 
possible. 
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For example, recent studies indicate that 
the predictive ability of accounting num- 
bers may be sensitive to the application 
of price-level accounting [Short, 1978], 
LIFO inventory costing [Derstine and 
Huefner, 1974], and lease capitalization 
[Elam, 1975]. 

The findings may depend upon the 
length of the time interval used in esti- 
mating the dependent and independent 
variables. While there has been some 
research concerning the optimum estima- 
tion period for equity beta, there has been 
no published evidence concerning the 
optimal estimation interval for joint 
observations on equity beta and a set of 
accounting risk measures. 

The question of whether different 
models (sets of variables or functional 
forms) should be applied in systematic 
risk predictions for different types of 
firms needs further study. First, it is 
necessary to construct a sound theoretical 
basis for the dimensions (e.g., size, 
industry) used to classify firms. Second, 
the question of optimum partitioning 
needs attention. For example, it is doubt- 
ful that the blunt separation of firms into 
risk levels done in this study has opti- 
mally isolated the possible distinct under- 
lying stochastic processes. 

These limitations notwithstanding, this 
paper has offered several improvements 
over the research designs used in pre- 
cursor studies, and the results call into 
serious question the view that account- 
ing-based predictions of beta are superior 
to non-accounting-based predictions. 
Based on these results, it now appears 
that the usefulness of accounting num- 
bers in predicting beta should not be 
offered as a partial defense for costly 
accounting disclosure. Moreover, there 
is no clear justification for the body of 
empirical research directed towards ac- 
counting policy decisions which is 
founded on the premise that various 
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accounting ratios have been proven to bé: 
relevant to systematic risk prediction. 


APPENDIX A 


Bayesian Corrections to Ordinary 
Least Squares Estimates of Beta 

Vasicek [1973 ] has developed a method 
ofestimating beta which assumes that the 
marginal prior density of beta is normal, 
with mean B and variance VAR(B). With 
this assumption, Vasicek shows that the 
marginal posterior density of beta has the 
following mean: 


B/VAR(B) Р Вь/УАК(В) 
1/VAR(B) + 1/VAR(B,,,) 


where B, and VAR(B,,,) are the OLS 
estimate of beta and its squared standard 
error, respectively. 

Maier et al. [1977] make use of prior 
information about the correlations be- 
tween alpha (the market model intercept), 
beta, and unsystematic (residual) risk. 
The estimator combines information con- 
tained in sample and prior distribution 
data for all three market model parame- 
ters, and so is able to detect incon- 
sistencies among these values. The correc- : 
tion has the following form: 


(A By Sin) = 
(К^! + che 
(KI + С-и) 


В, = (A-1) 


(A-2) 
where: 
âm B, and $2 are the Bayesian-ad- 
justed estimates of the intercept, 
beta and residual risk, respectively ; 
K^! is the covariance matrix: 


1 Ё, 0 
N/S?|R, RZ 0 
0 0 mye 


R,, is the return on the market index, N 
is the number of observations, and 
S? is residual risk for the security 
being adjusted; 
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TABLE B-1 


CANDIDATE INDEPENDENT VARIABLES: DESCRIPTIVE STATISTICS 
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No. Variable Mean 
l. Financial leverage, book values 34 
2. Financial leverage, market values 27 
3. Financial leverage squared 10 
4. Operating leverage, slope .90 
5. Operating leverage, changes 93 
6. Operating leverage, definitional 88 
7. Sales j 5.48 
8. Assets 5.39 
9. Market value of debt and equity 5.72 
10. Assets squared 30.80 
11. Variability of return on net worth .02 
12. Variability of sales .10 
13. Variability of cash flow to net worth 05 
14. Operating income beta, deflated .57 
15. Cash flow beta, deflated .68 
16. Sales beta, covariant form 1.12 
17. Cash flow beta, covariant form 1.22 
18. Net income beta, first differences .48 
19. Cash flow beta, first differences 20 
20. Sales beta, adjusted covariant form 1.05 
21. Cash flow beta, adjusted covariant form .54 
22. Dividend payout 51 
23. Asset growth .07 
24. Sales growth .06 
25. Current ratio 3.30 
26. Quick ratio 1.93 
27. Operating income beta 1.87 
28. Cash flow beta 98 


Period 1 
Correlation with 
Standard Deviation Period 2 beta 

.138 .34 
.159 47 

.106 48° 
.092 21 
.503 .00 
945 —.05 
1.313 —.31 
1.339 —i34 
1.435 -.44 
14.946 -.37 
017 44 
‚075 27 
.031 .38 
.587 .30 
.966 19 
1.259 .06 
1.748 .13 
1.302 -—.10 
1.213 —.03 
.827 .08 

^ .362 29 
.169 —.36 
.043 AS 
.047 .04 
1.735 —.02 
1.487 —.02 
6.824 —.18 
1.219 —.26 





C isthe sample covariance matrix for 
the cross-section of market model 
estimates of the intercept, beta and 
residual risk ; C 

v is the set of OLS estimates of the 
intercept, beta and residual risk; 
and . 

и is Һе cross-sectional means for the 
intercept, beta and residual risk. 


If it is assumed that matrix C is 
diagonal, this estimator is identical to 
Vasicek's [1973] estimator for beta. 

APPENDIX B 


Description of Candidate 
Independent Variables 


Table B-1 lists the 28 candidate inde- 


pendent variables used in the principal 
components analysis and the stepwide 
regressions described in the body of this 
paper. Details of the calculations are 
available from the author. The covariant 
forms and adjusted accounting betas will 
be briefly described here. 

Covariant form: These are essentially 
“growth betas,” computed as the slope 
coefficient of an OLS regression employ- 
ing the rate of growth of a firm's account- 
ing risk number as the dependent vari- 
able, and the rate of growth of a market 
index of the same accounting number as 
the independent variable (the market 
index was constructed from all available 
data on COMPUSTAT). 
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= (Xi = Gi i m) 
ды cem (B-1) 


Gm)? 


Me 


(Xy D 


t-1 


where X; is the growth rate ofaccounting 
risk number i in period t, G; is the average 
growth rate over n periods, and X,,, and 
G,, are the corresponding figures for the 
market index. 

Thompson [1976] reports that covari- 
ant forms are marginally superior to con- 


407 


ventional forms of accounting risk num- 
bers in some recent time periods. 
Adjusted accounting betas: These are 
the slope coefficients of an OLS regres- 
sion of a firm's accounting risk number 
on a market-wide index for the same ac- 
counting number; the OLS coefficients 
are adjusted following Vasicek [1973]. 
See Appendix А for the form of this ad- 
justment. Since the standard errors in 
estimating accounting betas are quite 
high, the Bayesian adjustment is ex- 
pected to have a substantial effect. 
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ОЛ, сан of Debt Versus. 


Equity—An Empirical Study 
Ray Whittington and Gerald Whittenburg 


. ABSTRACT: This study employs the techniques of factor analysis and multiple discrimi- ` 
nant analysis to study judicial decisions on the. classification of debt versus equity in 
closely held corporations. Results of a test of stability over time indicate that this judicial 
decision process has evolved from an emphasis on the form of these types of transactions 
to a focus on the substance of the transactions. From a contemporary standpoint, four 
factors, "Creating in Substance а Debt Transaction,” “Instrument Form and Provisions,” 
"Financial Circumstances Surrounding the Security Issuance,” and "Maintaining the 
Separation of the Interests of Shareholders and Holders of the Security in Question,” 
were found to: be significant predictors of this type of judicial decision. The resulting 
model accurately predicted 48 (96 percent)-of the 50 cases used to develop the model 


and 27 (90 percent) of the 30 cases used to cross-validate the model. 


HEN a small group of sharehold- 
ers controls a corporation, they 
are in a position to select the 
form of financing used by that corpora- 
tion. In many cases, the choice involves a 


the adjudication of this controversial 
area, and to estimate the relative impor- 


` tance of each of these factorsi in predicting 


selection between the issuance of equity · 


instruments or debt instruments. In 
making this decision, the shareholders 
and the corporation should examine both 


the short-run and the long-run tax conse- 


quences of these alternatives. 

The tax law provides certain advan- 
tages to the issuance of debt securities as 
opposed to equity securities.. However, 
when a closely held corporation's capital 
structure consists of an unusually large 
proportion of debt (a condition com- 
monly termed "thin capitalization"), the 
Internal Revenue Service (IRS) may take 
take the position that the debt constitutes 
“disguised equity." Over the years, this 
problem of distinguishing debt from 
equity has become one of the most liti- 
gated in corporate taxation. This article 
presents the results of a study designed to 


judicial decisions. 

There are several significant tax ad- 
vantages in the use of debt financing by . 
corporations. The primary advantage is 
is the deductibility of interest by corpora- 
tions. In addition, payments by. the 
corporations for debt principal are not 
taxable income to the recipients. Alterna- 
tively, the use of equity financing results 


: in dividend payments, which. are not 


identify the factors used by the courts in . 
| 409: 


deductible by corporations, and stock 
redemptions, which are usually consid- 
ered to be dividends to the recipients. 
Both interest and dividends less certain 
dividend exclusions (Sections 116 and 
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243), are taxable to the recipients as 
ordinary income. 

Another potential advantage of debt 
financing is the fact that losses from the 
worthlessness of debt typically result in 
short-term capital losses. This treatment 
is preferable to the long-term capital loss 
treatment generally afforded losses re- 
sulting from the worthlessness of stock. 
Also, in the rare case where the creditor 
or shareholder/creditor can establish that 
his/her lending activities constitute a 
business, he/she may be entitled to 
ordinary loss treatment for the bad debt 
(Section 166(a)(1)). This treatment is not 
available with respect to stock losses, 
except in the case of Section 1244 stock. 

Since the courts have recognized the 
repayment of debt as a “valid business 
purpose" (Section 535(c)) for the ac- 
cumulation of excess earnings, the use of 
debt financing also increases the possi- 
bility of escaping the accumulated earn- 
ings tax (Section 531). 

Finally, the issuance of debt instru- 
ments provides an important estate plan- 
ning tool to recipients. Shareholders/ 
creditors, in high tax brackets, can avoid 
the tax on interest income by transferring 
debt securities to a charity or another 
family member. This transfer may be 
made without loss of corporation control. 
However, it should be noted that this 
estate planning tool is also available with 
respect to non-voting stock. 

With these advantages, both to the 
corporation and the shareholder, it is not 
surprising that the use of debt has become 
an integral part of financing corporate 
acquisitions. If a conglomerate issues 
installment debt to the shareholders of a 
target company, the dividend received 
from the acquired subsidiary qualifies for 
the 85 percent dividend received deduc- 
tion (Section 243), and the interest paid 
to the former shareholders is deductible 
by the corporation. 
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Congress responded to a request by 
the IRS to prevent the excessive use of 
debt financing in the Tax Reform Act 
(TRA) of 1969 (Sections 279 and 385). 
The TRA contains provisions which dis- 
allow interest deductions to those cor- 
porations incurring debt to acquire stock 
and/or assets of another corporation 
(Section 279). Generally, these provisions 
apply where annual interest expense is 
$5 million or more, and therefore, do not 
affect small acquisitions. However, the 
TRA also contains provisions which give 
the IRS broad powers to prescribe by 
regulations the criteria to be utilized to 
distinguish debt from equity in a corpora- 
tion (Section 385). Thus, if a corporation 
is small, and does not fall within the 
limits of Section 279, or an acquisition is 
not involved, the IRS may still disallow 
the interest deduction by reclassifying 
the debt as equity under Section 385. 
This reclassification of debt as equity can 
result in serious consequences to both the 
corporation and the shareholder. 


CONSEQUENCES OF RECLASSIFICATION 
ОЕ DEBT AS EQUITY 


The most obvious consequence of 
judicial or administrative reclassification 
of debt as equity is the disallowance of 
interest deductions by the corporation. 
In addition, all of the other advantages 
of debt financing would be neutralized 
by the reclassification. Principal pay- 
ments would constitute a redemption of 
Stock, and, in the case of security worth- 
lessness, the loss must generally be treated 
as a long-term capital loss. 

Beyond the immediate effects of the 
reclassification lay other serious tax con- 
sequences. Since, under Section 385, the 
reclassification applies for all purposes of 
the Internal Revenue Code (IRC), the 
reclassification of debt may negate other 
tax planning transactions. For example, 
consolidated return privileges may be 
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denied based upon the treatment of non- 
shareholder debt as stock for purposes 
of the 80 percent test (Section 1563). 
Other corporate tax areas that could be 
affected by the reclassification relate to 
the use of partial liquidations (Section 
346) and corporate stock redemptions 
(Section 302). 


METHOD 


Currently, most tax research consists 
of a case-by-case interpretation of legal 
doctrines by the researcher. The applica- 
tion of quantitative techniques to the 
development of models for the judicial 
process is relatively new to the accounting 
literature. However, an examination of 
research on judicial issues and the judicial 
process in other disciplines reveals several 
other applicable methodologies. Social 
scientists have employed such quantita- 
tative techniques as factor analysis, re- 
gression analysis, and multiple discrimi- 
nant analysis in the study of the effects 
of external and internal influences on 
judicial decisions [Pritchett, 1969]. This 
type of research attempts to explain 
judicial decisions in terms of behavioral 
and political theories. However, since 
these studies do not focus on the inputs 
to the decision process, they are of little 
functional value to practicing attorneys 
or accountants. 

More recently, legal researchers have 
utilized quantitative techniques for mod- 
eling judicial decisions from case fact 


patterns [Haar et al., 1977]. Relying - 


upon the doctrine of stare decisis (i.e., let 
the decision stand), this type of analysis 
attempts to model judicial decisions 
based upon input factors. The resulting 
factors and factor weights are, of course, 
affected by the external and internal influ- 
ences which have.been studied by the 
social scientists. Nevertheless, this analy- 
sis results in pragmatic models which 
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appear to be particularly appropriate to 
the research of tax issues, 

The present study involved the identifi- 
cation of variables cited in the literature 
as judicial determinants of the debt- 
versus-equity issue. This variables list 
was used in the collection of data from 
judicial cases involving the research issue. 
For each case, information was collected 
concerning the judicial decision and the 
relevant variables cited in the facts of the 
case. 

The initial research plan involved the 
selection of two samples. An initial ran- 
dom sample of 70 cases was selected from 
a group of 361 cases compiled in Federal 
Taxes [1977]. These cases were to be 
utilized to develop a predictive model for 
the judicial decision process. A second 
sample of 50 cases was selected which was 
to be used to cross-validate the predictive 
model. The time period for both samples 
selected consisted of cases adjudicated 
from 1926 through 1977. 

Factor analysis was performed, using 
data from the 120 cases, to reduce the 
variables to their underlying research 
factors. The principal factors technique 
[Thomson, 1951] was used for this an- 
alysis, and a normalized varimax or- 
thogonal rotation [Kaiser, 1959] was 
performed on the resulting factors. Fac- 
tor scores were calculated for the cases 
using mean substitution for missing 
values [Nie et al., 1975, p. 489], and these 
factor scores were to be employed in the 
development of a predictive model for the 
judicial decision process. 

Prior to the development of the pri- 
mary model for the decision process, this 
area of human judgment was tested for 
stability over time. In order to perform 
this test, the 120 cases were divided into 
three groups of 40 cases, based upon the 
decision year. Two discriminant models 
of the judicial process, one for the earliest 
group and for the most recent group, 
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were developed utilizing case factor 
scores. The resulting coefficients for the 
two models were found to be signifi- 
cantly (p <.05) different and thus indica- 
tive of a change in the decision process 
over time. 

Based upon the indicated instability of 
the decision process over time, an election 
was made to develop a contemporary 
model of the adjudication process based 
upon the most recent 80 cases. These 
cases cover the time period from 1956 
through 1977. The 1956 cut-off was 
selected based upon three considerations: 


1. A second test of stability, whereby 
a comparison was made of models 
generated from the earliest and the 
most recent 25 of the 80 cases, 
indicated that the process had 
stabilized over the time period 
from 1956 through 1977, 

2. an examination of the resulting 
model revealed a good fit, as indi- 
cated by the c? index! (o? =.78), 
and 

3. eighty cases provided an adequate 
sample for performance of the 
analysis. 


The development of the contemporary 
model involved performing factor analy- 
sis on the data from the 80 most recent 
cases to reduce the variables to their 
underlying research factors. Once again, 
the principal factors technique was used 
for this analysis, and a normalized vari- 
max orthogonal rotation was performed 
on the resulting factors. Factor scores 
were calculated for the cases using mean 
substitution for missing values. 

A random sample of 50 cases was 
selected from the 80 cases to develop a 
discriminant model utilizing the case 
factor scores. The last analysis involved 

| the cross-validation of the model with the 
remaining 30 cases from the 80 cases 
sampled. 
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VARIABLES 


As previously discussed, Section 385 
gives the IRS authority to prescribe 
criteria to be utilized to distinguish debt 
from equity in a closely-held corporation. 
Section 385 regulations, when issued, are 
expected to set forth variables which are 
to be considered in determining 1п-а fac- 
tual situation whether a debtor-creditor 
or a corporation-share-holder relation- 
ship exists. Although regulations have 
not yet been pronounced, Code Section 
385(b) lists five variables which may be 
used to distinguish debt from equity in 
particular situations. The Code section 
provides that: 


The regulations prescribed under this sec- 
tion shall set forth factors which are to be 
taken into account in determining with re- 
spect to a particular factual situation whether 
a debtor-creditor relationship exists or a 
corporation-shareholder relationship exists. 
The factors so set forth in the regulations may 
include among other factors: 


(1) whether thereis a written unconditional . 
promise to pay on demand or on a specified 
date a sum certain in money in return for an 
adequate consideration in money or money’s 
worth, and to pay a fixed rate of interest, 

(2) whether there is subordination to or 
preference over any indebtedness of the cor- 
poration, 

(3) the ratio of debt to equity of the cor- 
poration, 

(4) whether there is convertibility into the 
stock of the corporation, and 

(5) the relationship between holdings of 
stock in the corporation and holdings of the 
interest in question. 


In general, this Code section simply 
establishes a primary list of variables to 
be used in distinguishing debt from 
equity. Over the years, the courts have 
used variables other than the ones listed 
in the Code. Based upon a review of the 
cases in the area, and an examination of 

1 The œ? index provides a measure of the proportion 


of the variance in the dependent variable explained by the 
independent variables [Hays, 1973, p. 414]. 


Whittington and Whittenburg 


413 


TABLE 1 
VARIABLE CODING PROCEDURES 








Variable 


. Instrument form 


Value Assigned 









0 +1 








Formal instrument, 
















bearing equity instrument bearing debt 
3 name .name 
2. Existence of a fixed maturity No N/A Yes 
3. Existence of a reasonable 
interest rate No | N/A Yes 
4. Compliance with agreement interest 
payment requirements No N/A Yes 
5, Subordination of the security in 
question to other debt No N/A Yes 
6. Proportional holdings of stock and 
the security in question by major 
equity holders No N/A Yes 
7. Availability of external financing, 
- with similar terms No N/A Yes 
8. Interest and/or principal payments 
contingent upon earnings No N/A Yes 
9, Existence of a business purpose for 
the creation of debt No N/A Yes 
10. Existence of a corporate policy of 
regular dividend payments No N/A Yes 
11. Judicial conclusion that the debt-to- 
equity ratio was not excessive No N/A Yes 
. Convertibility of the security to 
12. Co ty ty No N/A Yes 


equity security 





the literature on the subject, an expanded 
list of variables was identified for use in 
the study. This list of variables is pre- 
sented in Table 1, along with the proce- 
dure used for coding each variable. In 
situations where the case data provided 
no information concerning a particular 
variable, the item was coded as missing. 

As illustrated in Table 1, all of the 
variables in the study were dichotomous 
in nature. Therefore, the factor analysis 
and multiple discriminant analysis as- 
sumptions of continuity, and perhaps 
equal intervals of the measures, are 
violated. However, several studies have 
shown that these statistical methods can 
perform well in this circumstance [Gil- 
bert, 1968; Krzanowski, 1975; Reinmuth 
and Hawkins, 1977]. 









RESULTS 


The findings of the study are presented 
' in two sections. The first section presents 

the results of the test of the stability of the 
subject decision process over the time 
period from 1926 through 1977. The 
contemporary model for judicial deci- 
sions, regarding the classification of 
debt versus equity, is presented in the 
section. 

Stability. Five orthogonal factors were 
identified from factor analysis of the 
total 120 cases. The number of factors 
retained was determined based upon the 
concurrence of both the Scree test [Cat- 
tell, 1966] and a technique suggested by 
Harman [1976, p. 163], whereby extract- 
ing is stopped before the cumulative sum 
of eigenvalues exceeds the sum of the 


414 


The Accounting Review, July 1980 


TABLE 2 
STANDARDIZED COEFFICIENTS FOR TEST OF STABILITY OVER TIME 





Forty Earliest Cases Forty Most Recent Cases 
Factor Standardized Coefficient Standardized Coefficient 
F,—Financial Circumstances Surrounding : 
the Security Issuance 1.46 1.570 
F;—Structuring of Corporate Profit ; * 
Distributions 2.147 Not Significant 
F;—The Creation of a Debtor-Creditor 
Relationship Not Significant .580 
F4— Existence of a Business Purpose 
for the Creation of Debt .663 1.63 
F,—Maintaining the Separation of the 
Interests of Shareholders and А 
Holders of Security in Question 2.80 .686 
estimated commonalities. The resulting TABLE 3 


five factors accounted for 76 percent of 
: the variance in the 12 variables. 

As discussed previously, the test of 
stability over the time period from 1926 
through 1977 involved the development 
of models for the earliest and the most 
recent 40 cases. Table 2 presents the 
factors found to be significant predictors 
of judicial decisions for the two models, 
along with the standardized discriminant 
function coefficients. 

Standardized discriminant function co- 
efficients provide a measure of the relative 
importance of each independent variable 
in the function [Neter and Wasserman, 
1974, p. 276], assuming that the inde- 
pendent variables are not interrelated. 
This assumption is met due to the fact 
that factor scores, resulting from or- 
thogonal-factor rotation, were used in 
the discriminant analysis. 

An examination of Table 2 reveals an 
interesting finding. In early decisions the 
courts appear to have weighted heavily 
the structuring of the transaction and the 
maintenance of separation of the interests 


of shareholders and the holders of the - 


security in question. Їп more recent 
decisions, the courts have placed more 
importance on a business purpose for the 





EIGENVALUES FOR FACTOR ÁNALYSIS OF THE MOST 
RECENT 80 CASES 


Factor Factor Eigenvalue 


Eigenvalue 


creation of debt and the financial circum- 
stances surrounding the security issu- 
ance. The most apparent explanation for 
this phenomenon is that taxpayers have 
become more astute in structuring their 
transactions. For this reason, the judicial 
decision process has had to evolve from a 
focus on the form of transactions to one 
on the substance of transactions. 

The Contemporary Model. Due to the 
instability of the decision process over 
time, a contemporary model was devel- 
oped utilizing the most recent 80 cases. 
Four orthogonal factors were identified 
from factor analysis of the 12 variables, 
As with the initial analysis, the number of 
factors retained was determined based 
upon the concurrence of both the Scree 


test and the technique suggested by 
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TABLE 4 
VARIMAX ROTATED FACTOR MATRIX FOR ANALYSIS OF THE Most RECENT 80 CASES 
Variable Factor FC, Factor ЕС, Factor FC; Factor FC, 
1. Instrument Form 318 .070 012 
2. Fixed Maturity Date —.072 2204 021 
3. Reasonable Interest Rate 141 .051 .043 
.4. Regular Payments .094 ‚294 
5. Subordination of the Security —.228 271 
6. Relationship of Stock Holdings 
to Security Holdings : —.061 
7. Availability of External Financing .191 dl 084 
8. Contingent Payments —.159 —.130 
9. Business Purpose for Debt Creation .538 .130 — .001 
10. Regular Dividend Payment — .003 — 224 
11. The Ratio of Debt to Equity 068 ; 172 .051 
12. Security Convertibility —.012 ;-.136 





Harman [1976, p. 163]. The resulting 
eigenvalues are presented in Table 3. The 
four factors accounted for 68 percent of 
the variance in the 12 variables. 

Table 4 provides the varimax. rotated 
matrix for the analysis of the 80 cases. A 
critical value. of .35 for factor loadings 
was utilized for factor interpretations. 
The first factor, FC,, was termed “‘Creat- 
ing in Substance a Debt Transaction." 
For a debt transaction to exist in sub- 
stance, certain characteristics should be 
present. The variables with significant 
loadings on this factor (see Table 4) 
appear to consist of these requisite 
characteristics. 

The significant loadings of instrument 
form, fixed maturity date, reasonable 
interest rate, and regular interest pay- 
ments on factor FC; appear to indicate 
that this factor measures "Instrument 
Form and Provisions.” 

· The third factor identified in the analy- 
sis, FC}, appears to measure the financial 
condition of the corporation when the 
security was issued. The significant load- 
ings of the availability of, external fi- 
nancing, the existence of a business 
purpose for the creation of debt, the 
existence of a policy of regular dividend 
payments, and the ratio of debt to equity 


appear to be clearly consistent with this 
interpretation. The significant loading 
of variable number eight is also consistent 
with the factor interpretation if it is 
accepted that firms in weak financial 
position would tend to establish agree- 
ments which provide for contingent 
interest and/or principal payments. 
Therefore, this factor was termed “Fi- 
nancial Circumstances Surrounding the 
Security Issuance." 

The final factor, FC, was labeled 

“Maintaining the Separation of Interests 
of Shareholders and Holders of the 
Security in Question." When the corpora- 
tion has a policy of making regular 
dividend payments, the firm is providing 
an investment return to shareholders 
which is separate from the investment 
return to the holders of the security in 
question. This maintenance of separation 
is also indicated by the lack of converti- 
bility of the security. 

Multiple discriminant analysis per- 
formed on a random sample of 50 of the 
most recent 80 cases, using the four fac- - 
tors as criteria variables, resulted in the 
following discriminant function: 


= — .0103 + .8881 FC, + .2280 ЕС, 
+ .9623 FC, +-.2090 FC, 
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Where: 
D = Discriminant Score 

FC, = “Creating in Substance a Debt 
Transaction” 

FC, = "Instrument Form and Pro- 
visions” 

FC; = “Financial Circumstances Sur- 
rounding the Security Issu- 
ance" 

FC, = "Maintaining the Separation 


of the Interests of Shareholders 
and Holders of the Security in 
Question." 


As indicated, all four factors were 
found to be significant predictors of 
judicial decisions. For predictive pur- 
poses, a negative discriminant score 
(D <0) indicates that a decision for the 
government is more probable, and a 
positive discriminant score (D 0) indi- 
cates that a decision for the taxpayer is 
more probable. 

The standardized discriminant coeffi- 
cients for the four factors predicting 
judicial decisions are presented in Table 
5. As illustrated, FC,, “Creating in Sub- 
stance a Debt Transaction," and ЕС», 
“Financial Circumstances Surrounding 
the Security Issuance,” are by far the 
most significant predictors of judicial 
decisions, This indicates, as discussed 
previously, that the courts are focusing 
upon the substance of security transac- 
tions to determine the appropriate classi- 
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TABLE 5 


STANDARDIZED COEFFICIENTS FOR FACTORS PREDICTING 
JUDICIAL DECISIONS 





Factor Standardized Coefficient 
FC, 35 Í 
FC; .1708 
FC, .6924 
FC, 2882 · 


fication of securities. Also, the factors 
derived in the analysis appear to be a 
complex combination of variables typi- 
cally considered to be important to the 
classification process. | 
Table 6 presents the predictive ability 
of the discriminant function in the 50 
cases used to construct the function. The 
table illustrates that the function cor- 
rectly predicted the judicial decision for 
48 (96 percent) of the 50 cases. In addi- 
tion, the c? index for this function was 
found to be .78. The combination of these 
results appears to indicate that the func- 
tion has adequately captured the major 
determinants of this judicial process. 
Results of cross-validation with the 
remaining 30 most recent cases was also 
very favorable. Table 7 presents the re- 
sults of this analysis. The table illustrates 
that a total of 27 (90 percent) of the 30 
cases were correctly classified as to the 
judicial decision. Based upon a chi- 
square test of association, this result is 
significant at less than the .001 level. 


TABLE 6 
PREDICTIVE RESULTS OF THE DISCRIMINANT FUNCTION WITH RESPECT TO THE 50-САЅЕ SAMPLE 





Decision for the Government 
Decision for the Taxpayer 


Total 











Cases Accurately Percentage Accurately 
Cases Predicted Predicted 
26 | 25 96.2% 
24: 23 95.8% 
50° 48 ` 96.0% 








Whittington and Whittenburg 
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'TABLE 7 
CROSS-VALIDATION RESULTS WITH THE 30-САЅЕ SAMPLE 








Decision for the Government 
Decision for the Taxpayer 


Total 


CONCLUSION 


Based upon the statistical analysis of 
cases in this area, several significant 
conclusions can be drawn. Initially, it 
was found that the decision process, in- 
volving the classification of debt versus 
equity, has evolved over time. The focus 
of the courts on the form of transactions 
in early decisions has been replaced by a 
focus on the substance of transactions. 
This trend appears to indicate a reaction 
on the part of the taxpayer to early 
judicial decisions when structuring their 
business activities, which has apparently 
created a necessity for altering the judicial 
decision process. 

While all the variables listed in Section 
385 loaded significantly on one or more 
of the factors, they did not appear to be 
the only elements affecting judicial de- 
cisions. The study identified other vari- 
ables which appear to have a significant 
impact on the judicial process. These 
variables cannot be ignored when evalu- 
ating problems or potential problems in 
distinguishing debt from equity in closely 
held corporations. 





Cases Accurately Percentage Accurately 





Cases Predicted Predicted 
17 14 824% 
13 13 100.0% 
30 27 90.0% 








In tax planning, the results of this study 
can be utilized in two ways. Taxpayers 
can use the results of this study as a prac- 
tical tool for structuring the issuance of 
debt to reduce the probability of judicial 
or administrative reclassification. 

Second, the results of this study can be 
used to evaluate the probability of a 
favorable court decision, with respect to 
an attempt by the IRS to reclassify 
existing debt as equity. This. will aid 
taxpayers and tax advisers in making 
decisions regarding the contesting of the 
issue through the courts. 

Our final observation relates to sug- 
gestions for further research. The tech- 
nique utilized in this study has potential 
in other areas of legal research. It pro- 
vides a quantitative basis for evaluating 
areas which previously have been sub- 
jected predominantly to qualitative judg- 
ments. For example, this technique could 
be used to build models for the legal 
areas of unreasonable compensation and 
the accumulated earnings tax. 
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The Index to the Ledger: 
Some Historical Notes 
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ABSTRACT: This article examines the discussion and illustration of the ledger index in 
some early treatises on bookkeeping and accounts, and comments on the economizing 
of effort and paper in the early practice of bookkeeping. 


ODAY, when electronic data record- 


ing, processing, and retrieval are 
commonplace in business, it must 
seem odd that a few centuries ago the 
index to the ledger was regarded as a 
matter of sufficient complexity or interest 
to warrant specific treatment in some of 
the most conipetent of the early printed 
expositions of the double-entry book- 
keeping system. Pietra [1586] and Flori 
[1636], the authors of two of the best of 
the early Italian treatises, and the Dutch- 
man Willem van Gezel, whose book of 
1681 qualifies as the first comprehensive 
analytical treatment of the system, all 
devoted space to the subject of the ledger 
index. | i^ 
Their views and ideas and the practices 
they described are of some interest, espe- 
cially as they bear on the riore general 
question of procedures and expedients 
adopted in the: attempts made by mer- 
chants and bookkeepers to save time, 
effort, and paper—a general question 
which has received only passing attention 
in the study of early accounting, and 
which is touched upon briefly towards the 
end of the article. 


SINGLE AND DOUBLE ÍNDEXES 


The discussion begins with Luca Paci- 
oli’s *Particularis de computis et scrip- 
turis" in his Summa [1494]. The heading 
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of Chapter 13 announces that this chap- 
ter is about the ledger and how it is to be 
kept, and also about its index or alphabet 
and how it is to be kept, single and 
double (** ... е del suo alfabeto commo 
se debia ordinare. ugnolo e dopio”). The 
discussion in the text itself of the two 
types of index is brief and uninformative. 
It reads as follows in literal translation 
and following the punctuation of the 
original. In the index “you shall put all 
the debtors and creditors. By [according 
to] the letters with which they commence 
together with the number of their leaves, 
that is, those that commence with A in 
A &c. And of the double alphabet. 
And...". The words “Апа of the 
double alphabet" (“Е del dopio alfa- 
beto") make no sense, whether inter- 
preted as a separate sentence or as a 
phrase to be added on to the preceding 
sentence. There is no hint of the nature 
of the distinction between a single index 
and a double index.! 


1 Two of the three modern translators into English of 
Pacioli's tractatus omit any reference to the double index 
in their renderings of the body of the chapter: Geijsbeek 
[1914, p. 45]; Brown and Johnston [1963, p. 48]. 
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Jan Ympyn referred briefly to the two 
types of ledger index in Chapter 10 of 
his Nieuwe Instructie [1543]; but for 
their elucidation he relied mainly on the 
two specimens which form part of the 
illustrative set of account-books which 
follows the text. The relevant part of 
Chapter 10 runs as follows in the largely 
faithful English translation [1547]: 


And therunto [the ledger] must apperteigne 
a kalender, Registre or. A.B.C. made of 
thesame largenesse that the boke [ledger] is 
of or litle lesse, entitled in the beginnyng like 
as the other bokes are, & this maie ye put 
before or behynde your boke [ledger] at your 
pleasure. And moste commonly these Regis- 
ters be made single, but for suche as kepe 
greate reconynges and countours, thei use a 
doble Register or A.B.C. the exemples of 
bothe shall in this treatise be shewed, and if 
the boke [ledger] be five or sixe hundred lefes, 
then shal not the syngle A.B.C. do very well: 
howbeit the doble A.B.C. is used litle of any 
nacion savyng of the Venecians. 


In the model set of account-books, a 
double index accompanies the first led- 
ger, both marked with the sign of the 
cross. Each letter of the alphabet is given 
an opening of the index. Each opening is 
subdivided, with sub-sections assigned to 
each letter of the alphabet. Thus, both 
“Anthonis van Сатре” and “Anthonis 
van Hoorne” are entered on the opening 
for the letter A; but the former is in the 
sub-section C, and the latter in the sub- 
section H.? The matter is put succinctly 
by Pietra [1586, Chapter 36], "For 
example, if one wants to find Gratiano 
Speranza, one looks for it under the S of 
the letter С.” And Samuel Ricard [1709] 
similarly explains, “André Pels &c. in 
the letter A at the place of the letter Р.” 

The single index, accompanying 
Ympyn’s next ledger marked A, is one in 
which the individual openings are not 
subdivided. Thus, both the Anthonis 
referred to above would appear on the 
opening for the letter A, simply in the 
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order in which their accounts were 
opened in the ledger. 

Willem van Gezel [1681] has a long 
chapter on the index in which both single 
and double indexes are discussed and 
illustrated (Book 2, Chapter 6). The 
author observed that it was still the prac- 
tice to enter personal accounts.in an 
index under the initial letter of the 
Christian name. He preferred that the 
initial letter of the surname be used as the 
basis for the main classification, because 
the surname persists more firmly in one’s 
memory.? He also gave clear guidance 
on the treatment in a double index of 
single-word account-titles such as 
“Cassa” or “Banco”: they are to be 
placed in C.A. and B.A., respectively. 
(Ympyn had difficulty with his only 
single-word account. He placed “Сагу- 
seen" (kerseys) under C.C.) 





Crivelli [1924, p. 30] misread the chapter-heading of the 
original, as Hatfield explained [1925, p. 211]: Crivelli's 
translation of the relevant words is— "how it [the ledger] 
is to be kept Single without, or Double with, its Alpha- 
bet." Brown and Johnston repeat Crivelli's error. 

? Hatfield [1925] referred to Ympyn’s model. Van 
Gezel [1681] described the double index as one in which 
each letter also contains all the letters of the alphabet. 

3 Because several debtors and creditors might have the 
same Christian name, Venturi [1655, pp. 34-3] recom- 
mended that where a ledger would have to contain 
numerous names, entries in the index could be grouped 
by Christian name, to facilitate search. For example, the 
page for *A" would have sub-divisions for “Antonio”, 
“Agostino”, and so on. 

Ricard [1709] suggested a different sub-division of 
entries in the index for the use of merchants with large 
businesses, especially with foreign countries. Each page 
should be divided vertically in two, the first half headed 
with the name of the city or country, and the second with 
“Etrangers”. In this way, one would find the entry for 
a person more quickly than if all the entries were mixed 
up (“mêlé ensemble"). Ricard, it may be noted, strongly 
advocated the classification of entries in the index ac- 
cording to the initial letter of the surname. The method of 
classifying by the initial letter of the christian name he 
referred to as the Italian usage (“la maniere Italienne”), 
“which one could find in Holland, Flanders, Germany 
and all over the North, in England, Spain, Italy etc." 
(p. xxxi). He observed, also, that in France one rarely 
included the christian name. 
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ANIMATE AND INANIMATE ACCOUNTS 


The double index was designed to 
facilitate the finding of the folio number 
of any particular account. Other devices 
were also introduced to this end. 

One device was the vertical division 
of each opening of the index, with a cor- 
responding twofold division of all the 
ledger accounts. Such a division was first 
introduced into the literature by Do- 
menico Manzoni [1540] and was followed 
by Pietra [1586], Moschetti [1610] and 
Flori [1636].  . 

In his first book [1540], Manzoni did 
not illustrate the index. Almost all of the 
little he had to say about the index is in 
Chapter 8 of the first part of the book (on 


the journal), which consists of largely 


unrhymed lines set out in the form of a 
verse, headed "Brief rules of the journal 
and ledger." The last four lines are: 


The names of the live accounts, in the alpha- 
bet, are placed on the right-hand side. 

And those of dead things, are recorded on the 
left-hand side. 

By the live things are meant every animate 
creature. 

And by the dead, goods and all other things. 


A lengthy discussion of the index is added 
after the illustrative ledger in the later 
version [1564] of his first work, and this 
is followed by a specimen index to that 
ledger. In the discussion, Manzoni ex- 
plains that the vertical division of the 
index—the page on the left of an opening 
for inanimate accounts, that on the right 
for animate—is designed to assist the 
user.* 

A division between animate and inani- 
mate accounts is awkward in that some 
accounts fit uneasily into this scheme of 
things. Both Manzoni and Moschetti 
include banks and capital among the 
inanimate accounts, while the former 
lists a collective account for certain em- 
ployees among the animate and the latter 
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includes a similar account among the 
inanimate accounts, 

Pietra’s treatment of the index differs 
from Manzoni’s in one interesting re- 
spect. Pietra observes that in the index 
“you will write all the accounts which 
are in the ledger, except the opening and 
closing balance accounts (the “‘introito” 
and the “esito”) and the expense and 
income account (“la spesa & l'entrata 
generale"). ..." The reason given for 
their exclusion is that, in his system, the 
entries made in these accounts are not 
first passed through the journal. No 
doubt Pietra here had in mind the usual 
procedure that entries in the index were 
made when the journal entries were being 
posted to the ledger: ifa particular ledger 
account had to be opened for the first 
time, the appropriate entry in the index 
had to be made. It may be noted that the 
omission of any account from the index 
served to reduce the value of the index in 
facilitating the use of the ledger and also 
in avoiding the erroneous and regrettable 
opening of two different ledger accounts 
for the same subject—as Malcolm [1731, 
p. 28] put it, ^The same Subject must 
never have two Spaces or Accounts [in 
the ledger] open at once; to prevent 
which, and for finding the Accounts 
readily, the Index is designed." However, 
in Pietra's case the disadvantages of 
omitting the particular accounts would 
have been negligible. 

One peculiarity of Manzoni's index 
derives from the form of the entries in the 
ledger accounts. As was not uncommon 
at the time and later, the full title of a 
ledger account was inserted as part of the 


first entry made in that account, whether 


^ Moschetti [1610, p. 9] explained that the account for 
“canelle fine" should be entered on the left-hand side of 
the index, “because cinammon is neither man nor 
woman, the names of whom alone are to be placed on 
the right-hand side of the index." 
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in debit or in credit. The first entry made 
on the other side of that account might 
then have the title in a somewhat abbrevi- 
ated form. For example, the first entry in 
the capital account is the credit for the 
opening net assets and reads, '*Cavedal 
de mi Alvise Valleresso de misser Zach- 
aria, die haver. .. . " The first but later 
entry on the debit side reads, “‘Cavedal, à 
l'incontro die dar....” The entries in 
the index are accordingly distinguished 
by the letter d or c prefixed to the name: 
the d for “debitore” indicates that the full 
title of the account is to be found on the 
debit side, and the c for "creditore" 
indicates the opposite case.. 


THE ALPHABETIC STAIRCASE 


Both the subdivision of each letter in 
the double index and also the use of the 
animate-inanimate dichotomy helped the 
user to find an account’s folio number by 
closely pin-pointing the entry on the 
opening assigned to the appropriate 
initial letter. But how could the user be 
helped to find the right opening of the 
index without trouble? The answer, 
given by Manzoni, Flori, and others was 
to cut the edges of the pages on the right- 
hand side of the index book in such a 
manner that one could instantly turn to 
the place with the entries for the desired 
initial letter. Thumb-indexes are so well 
known to us that they need no descrip- 
tion. But evidently it is not easy to 
describe their nature and construction to 
someone who has never seen one. Per- 
haps the clearest of instructions for 
making such an index to be found in 
early treatises are those of Mair [1736]: 


Upon the upper Corner of the first Page, 
toward the Right-hand, write the Letter 4, 
and pair [=pare]° away below it the whole 
outer Margin (to a Depth of a quarter of an 
Inch, or the Breadth of a capital Letter) of 

_three or four Leaves, viz. as many as you 
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think proper to allow for that Letter: Then, 
the Book being closed or shut, write immedi- 
ately below А, the Letter B, and cut off 
beneath it the external Margin of three or 

. four more Leaves, to the same Depth as 
before; and proceed in like manner with all 
the rest of the Alphabet. By this means the 
Letters will appear when the Book is shut, and 
the Accomptant may readily open upon any 
Letter he has occasion to inspect. 


Manzoni's and Flori's descriptions are 
more lively if less helpful than Mair's 
matter-of-fact statement. They both, for 
example, compare the displayed letters 
to the steps of a staircase. 


SOME ALTERNATIVES 
The index was generally described as 


‘being a separate book. Several authors 


explained that this book should be kept 
inside the front or back cover of the 
ledger itself when not in use. The quota- 
tion from Ympyn shows that for this 
reason the page size of the index book had 
to be slightly smaller than that of the 
ledger. According to Pietra, “the size of 
the index should be one finger shorter 
and narrower than the ledger, so that it 
does not project, having been placed 
under the ledger's cover.’ 

Both Pietra and de la Porte [1704, p. 
92] observed, however, that it was not 
necessary to have a separate book for the 
index when there were relatively few 
ledger accounts. Pietra referred to his 
own model ledger which, because it has 
only few accounts, is satisfactorily served 
by a single-leaf "alfabeto, repertorio o 
sia pandetta straordinaria." The ac- 
counts are listed as in a single index 
under their initial letters, with the ani- 
mate accounts for each letter preceding 
the inanimate. In this method paper is - 
saved, as separate pages are not assigned 


5The word "pare" is used in Маз second work 
[1773]. The passage is the same as before, but for 
changes in spelling and the use of capitals. 
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to each of the letters. De la Porte ex- 
plained that the index could be made on 
the first two pages of the ledger itself 
“when one is dealing with a business of 
small consequence, or when there is not 
a large number of ledger accounts." 
Manzoni noted that the index could be a 
separate book or could be made on the 
opening pages of the ledger. But he 
asserted that the latter alternative was 
not in order, however, when the ac- 
counts were kept by double entry. 

It clearly would have been difficult or 
expensive to illustrate in a treatise the 
most "advanced" form of index book, 
that is, one in double index form and 
with the staircase of easy-reference letters 
at the right-hand edge. Manzoni re- 
marked that he illustrated the single or 
simple ("semplice") index because it 
would have been far more costly to have 
had a double index printed. Moreover, 
several letters appear on each page of his 
index. The extent of the additional ex- 
pense of having a single opening for each 
letter of the alphabet can be indicated by 
reference to two examples. Ympyn's two 
indexes occupy no less than 40 leaves in a 
-book consisting of 114 leaves. The two 
indexes in Peele [1553] take up 45 leaves 
in a book of 87 leaves. | 

The texts of both Manzoni and Pietra 
show, on the right-hand side of a page in 
which the index is discussed, a vertical 
column of the 20 letters of the *'alfabeto 
volgare" as they would appear on the 
staircase as described in the text. It was 
left to the reader to imagine the rest. 
Y mpyn's model double index, which has 
a separate opening for each of the 20 
letters, has the same vertical column of 
the 20 letters of the alphabet in the right- 
hand margin of each right-hand page. 
Oddly, on the first 11 pages the column 
runs from А downwards, and from the 
twelfth onwards, from A upwards. 
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A touch of realism in the indexes in 
both Ympyn and Peele may be noted. An 
opening is assigned, as already noted, to 
each letter. The letter is printed as a large 
capital near the right-hand edge. The 
letter is placed in the vertical position it 
would have occupied on the staircase: the 
А is near the top of its page; the U (in 
Ympyn) and the Z (in Peele) are near the 
bottom of theirs. 


PRACTICAL CONSIDERATIONS 


Not surprisingly, there is ample evi- 
dence that businessmen and their ac- 
count-keepers were always eager to adopt 
procedures and practices which saved 
time and trouble. Moreover, paper was 
relatively expensive in early centuries, 
and account-books had to be ruled by 
hand. Considerations of expense and 
effort encouraged the use of space-saving 
devices and expedients, more notably in 
the keeping of the ledger (with its elab- 
orate ruling), and presumably especially 
where the merchant kept his own ac- 
counts, as was often the case. 

An incomplete list of space-saving 
procedures includes the following: 

1. When one ledger was full and had 
to be replaced by another, it was a com- 
mon practice to close the ledger by com- 
piling the balance account, which was 
thus the basis for opening the new ledger. 
Among the objectives of the ledger- 
closing procedures was the saving of 
effort in opening the new ledger and the 
saving of space in it. This was achieved 
by the elimination of unwanted accounts 
and account-balances in the old ledger by 


6 On the first page of Flori’s index to the ledger there 
is the following statement, “The present index is made 
in this form, notwithstanding that [different form] of 
which the text speaks, for the greater convenience of the 
printing." The index is in very much the same form as 
Pietra’s "pandetta straordinaria," with several letters on 
each page and with the animate accounts preceding the 
others. 
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transferring them to the profit-and-loss 
account, which was itself closed to the 
capital account. In this context, the fol- 
lowing passage of Mair [1736, p. 89] is of 
interest: 


Thus when a Merchant begins to trade, his 
Stock dissipates and scatters, spreads, sprouts, 
and shoots out into a Variety of Accompts, 
... till by this Propogation a whole Ledger, 
consisting perhaps of 200 or 300 Folios, be 
replete, and ripened as it were into a Harvest. 
Upon this the Books are shut up, and the 
Articles of Stock that lay lately diffused 
through the whole Ledger, and seemed to 
possess so large a Field, being now separated 
from Refuse and Dregs, shrink again within 
the narrow Limits of the Balance Ac- 
compt.... 


2. A common method for dealing 
with doubtful debts was to place them in 
a single account of “desperate” or “dubi- 
ous" debtors. One of the purposes was to 
save space when a new ledger had to be 
opened. As Flügel [1741, pp. 98-99] put 
it, “if one opens new accounts for each of 
the doubtful debtors, in many businesses 
a half a ream of paper would be necessary 
for them alone." (The debts were noted 
in a smal] book.) | 

3. It was common for several ac- 
counts to be assigned to a single ledger 
opening. In practice this economy mea- 
sure was sometimes overdone, and could 
cause confusion. Flori [1636, p. 89] 
favoured the practice, but warned, “Опе 
should have more regard for the seemli- 
ness and neatness of the ledger than for 
the saving of paper." 

4. Flori (p. 79), like Pietra [1586, fo. 
14] before him, described the practice 
called by them the “‘crocciole” ог “cros- 
sola." Suppose the debit side of an ac- 
count was filled up, and there were few 
if any entries on the credit side. To save 
paper, the debit total would be trans- 
ferred to the credit side, with some space 
left for any additional credit entries. 
Further debit entries would then be 
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entered in the suitably demarcated space 
on the credit side.’ 

It may be conjectured safely that in 
practice the more labor-intensive and 
paper-intensive forms of ledger index 
would have been used only where a firm's 
operations required many accounts, that 
is,. effectively many personal accounts. 
Thus, Flori, who was writing ‘about 
Sicily, explained that the double index 
was used where many accounts were in- 
volved, and he instanced deposit banks 
and the city administration of Palermo 
[1636, p. 92]. In many cases, however, 
considerations of economy of paper must 
have conflicted with considerations of 
economy of effort. A page or opening for 
each letter of the alphabet is obviously 
convenient, with or without thumb- 
indexing. It is also more prodigal of 
paper than Pietra's less convenient “рап- 
detta straordinaria." 

Initially, indexes and their construc- 
tion may have been unfamiliar to mer- 
chants. But the frequency with which 
illustrative ledgers in early treatises are 
furnished with some form of index does 
suggest that the use of an index soon 
became widespread. Where such indexes 
have survived—and their chances of sur- 
vival over the centuries must have been 
reduced when they were made in separate 
books or sheets—they are as much of a 
boon to those who study the correspond- 
ing ledgers today as they would have been 
to those whose businessit was to use them 
when they were being compiled. 


TERMINOLOGY 
Finally, a note on terminology. Syno- 


? Both Pietra and Flori liken the "crocciole" to a sup- 
port which sustains the weaker (“ріџ debole") side. The 
word itself, no longer in use, meant crutch. In the glos- 
sary of terms which Pietra included in his treatise, 
“crossola” is said to be a support used by cripples; by 
analogy, when no more entries can be made on the debit 
side of an account, the credit side is supported by a 
“crossola”, and conversely [Pietra, fo.28]. 
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nyms for index in the early English litera- 
ture include alphabet, ABC, register, 
finder and calendar. Italian usage was as 
varied. Pacioli refers to “alfabeto,” “тер- 
ertorio" and “trovarello” [trovare— to 
find], and says that the Florentines called 
it "stratto." Manzoni refers also to 
"estratto" and "registro." Pietra added 
“pandetta,” and Flori refers also to 
"indice" and “tavola.” Flori in fact 
begins his chapter on the index with an 
explanation of several of these terms, of 
which a part reads as follows: 
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Anditis called Repertorio, because it makes 

it possible to find readily the account you 

want if it is in the ledger. It is called Indice, 

because it shows, as if with a finger, on which 

leaf in the ledger it [the account] is written. 

... It is also called Pandetta, because it con- 

tains all the accounts in the ledger. 
De la Porte wrote [1704, p. 91] that 
"l'Alfabet du Grande Livre" was also 
called “la Table, l'Index ou le Reper- 
toire." , 

The multiplicity of designations for the 
index also suggests that the index to the 
ledger was in common use. 
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ment Practices on International 
Accounting Classifications . 
R. D. Nair and Werner G. Frank 


ABSTRACT: This article examines whether the classification of countries into groups 
based on their accounting practices is the same whether measurement or disclosure 
practices are used to do the grouping. Data from the Price Waterhouse & Co. survey relat- 
ing to these two subsets of accounting practices for 38 countries in 1973 and 46 countries 
in 1975 formed the data base. The groupings yielded by analyzing disclosure practices 
were found to be different from groupings based on measurement practices. A further 
analysis was then done to determine whether the same underlying environmental vari- 
ables (such as the structure of the economy and trading affiliations of each country) were 
associated with the two groupings. It was found that although economic variables were 
related to the groupings, the specific variables most closely related to each subset were 
different. Because of these differences, it may be more difficult for policy makers to 


achieve harmonization of accounting practices than was previously realized. 


EVERAL attempts have been made to 
S classify countries into groups based 

on the accounting practices that 
they follow. Examples of such efforts 
include Previts [1975], Seidler [1967], 
Buckley [1974], Mueller [1967, 1968], 
and Frank [1979]. In all of these studies, 
accounting practices were treated as a 
single group and no attempt was made to 
determine whether the clustering of coun- 
tries was dependent on the composition 
of the set of accounting practices under 
study. 

One important way of disaggregating 
accounting practices into two subsets is 
to distinguish whether they deal with 
disclosure or with measurement prac- 
tices. The importance of this distinction 
in the United States can be seen by refer- 
ring to the report of the American Insti- 
tute of Certified Public Accountants' 
Committee on Generally Accepted Ac- 
counting Principles for Smaller and/or 


Closely Held Businesses [‘‘Report,” 
1976]. The committee recommended that 
measurement principles should apply to 
all businesses regardless of their size or 
number of shareholders, while, on the 
other hand, the applicability of disclosure 


principles should vary depending on a 


number of factors and should not be 
required in all circumstances. A similar 
dichotomy has also served as a basis for 
distinguishing between the roles of the 
Securities and Exchange Commission 
and the Financial Accounting Standards 
Board (FASB), with the former concern- 
ing itself with disclosure practices and the 
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latter with measurement practices. Beaver 
[1978] notes that the current jurisdic- 
tional controversy between these two 
bodies is the result of each encroaching on 
the other’s role. 

This article reports the results of a 
study which groups countries first by 
their measurement practices, and then by 
their disclosure practices. We also at- 
tempted to find whether different eco- 
nomic and cultural variables were 
associated with each subset of practices. 
It was found that the two subsets yield 
very different results. The number of 
groupings, the alignment of countries, 
and the underlying environmental vari- 
ables associated with the practices were 
all different between the two subsets. The 
next section describes and compares the 
groupings of countries on each subset for 
1973 and then this comparison is re- 
peated for 1975. Section II describes and 
compares the environmental variables 
most closely associated with each subset 
of practices, while Section III points out 
the limitations of the analyses. Section 
IV presents the conclusions of the study 
and its implications for policy making. 


I. CouNTRY GROUPINGS 


"[he reasons why we expected measure- 
ment and disclosure practices to yield 
different country groupings were as fol- 
lows. As noted above, disclosure and 
measurement practices sometimes fall in 
the province of two different rule-making 
bodies. Besides the United States, this 
disclosure/measurement regulatory di- 
chotomy can also be observed in the 
United Kingdom, as pointed out by 
Benston [1975]. The administration of 
the Companies Acts of 1948 and 1967 
which govern disclosure is largely the 
responsibility of the Department of Trade 
and Industry while measurement prac- 
tices are addressed mainly by the Ac- 
counting Standards Committee. Second, 
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measurement practices sometimes may 
have application over a wider range of 
business enterprises than disclosure prac- 
tices, as is the case, for example, with 
respect to reporting segmented and earn- 
ings per share data in the United States. 
Third, the criteria brought to bear in the 
choice of measurement practices may be 
different from those used in choosing 
among disclosure practices. While factors 
such as relevance, verifiability, and ob- 
jectivity may be important in the choice 
of the former, cost considerations in pre- 
paring the data may predominate in the 
choice of the latter. Finally, some may 
argue that given efficient capital markets, 
those disclosure practices dealing with 
format are much less substantive than 
most measurement practices. If this last 
line of argument is followed, one would 
expect disclosure practices to exhibit 
more diversity and yield more country 
groupings than measurement practices. 


A. Data 


The data for this part of the analysis 
consisted of the results of two surveys 
conducted by the accounting firm of Price 
Waterhouse & Co. on accounting princi- 
ples and reporting practices. In 1973, the 
survey covered 233 principles and prac- 
tices in 38 countries. The 1975 survey 
constitutes a richer data source, with 
eight countries being added and 264 
principles and practices being covered. 
The eight new countries were Bermuda, 
Denmark, Greece, Iran, Malaysia, Ni- 
geria, Norway, and Zaire. The 164 
practices reported on in 1975 included 
all but 22 of the practices reported on in 
1973. The samplings of countries in both 
years have a bias towards Western 
Hemisphere countries—a not unimpor- 
tant group in their own right. Also, while 
the 1973 survey had six categories (Re- 
quired, Majority; About Half, Minority, 
No Application, and Not Permitted), the 
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1975 survey added a seventh category: 
Not Found in Practice. The categories 
were numerically coded in this research 


as follows: 
Numerical Code 


Survey Category (Percentage Usage) 
Required 100% 
Majority 75% 
About Half 50% 
Minority 25% 
Not Found in Practice 0% (not used in 1973) 
Not Permitted 0% 
No Application 0% 


The reason for the percentage coding 
was to permit input of the data into a 
factor analysis program. The possibility 
‘of measurement error being introduced 
into the analysis by this transformation 
is taken up in Section III. 

The principles and practices for both 
years were classified as either measure- 
ment practices or disclosure practices 
independently by the two researchers. 
The criterion used for the classification 
was the following. If the application of a 
specific practice would result in the re- 
cording of a different value in a given 
account,.then it was classified as a mea- 
surement practice. If it did not, or if the 
practice dealt explicitly with disclosure, 
then it was classified as a disclosure prac- 
tice. For example, Item 12 from the 1975 
survey deals with whether “А note is 
appended to historical cost financial 
statements, disclosing the effects of price 
level changes." This item was classified 
as a disclosure practice. On the other 
hand, Item 13 from the same survey asks 
whether “In preparing current purchas- 
ing power financial statements, a general 
price-level index is used and not an index 
or indices which measure the level of 
particular goods or services." Since this 
item measures how the figures appearing 
in the statements are determined, it was 
classified as a measurement practice. In 
most cases, the choice was clear-cut. In a 
few cases (not exceeding 15 in either 
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year) different classifications initially 
were made by the two researchers. These 
were then resolved by mutual discussion 
until a consensus emerged. This proce- 
dure resulted in the following classifica- 
tion: 


Year/ Classification! Disclosure | Measurement 
1973 (38 countries) 86 practices 147 practices 
1975 (46 countries) 102 practices 162 practices 

The data from the 1973 and 1975 


surveys were used as inputs into a factor 
analysis program. There were two objec- 
tives of the factor analysis procedure. 
One was to see whether the groupings 
yielded by the two subsets of data for 
each year were the same, or whether the 
disaggregation of accounting practices 
into disclosure and measurement subsets 
caused the composition of groups to 
change. The second objective was to use 
the groupings obtained with the 1975 
subsets as inputs into a discriminant 
analysis. In this second step of the overall 
analysis, we wanted to see whether the 
same economic, social, and cultural 
variables would predict the membership 
of countries in the different accounting 
groups. The remainder of this section 
describes the results of applying the 


. factor analysis procedure four times (two 


years of data x two subsets of practices). 
Section II describes the results of the 
discriminant analysis. 


B. 1973 Analysis: 


1. Measurement practices. Percentage 
data on the extent of acceptance of the 


- 147 practices in 38 countries were used as 


147 observations in a factor analysis 
based on a correlation matrix to identify 
common patterns among the 38 coun- 
tries. Factor analysis is a statistical tech- 
nique which uses a measure of similarity 
between variables, such as the coefficient 


1 The list of practices falling into each group for each 
year is available from the authors. 
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of correlation, to search for variables 
which are like each other and collapses 
these variablesinto more compact groups 
or factors. The strength with which each 
of the original variables is associated with 
these new basic variables or factors is 
measured by a statistic called factor 
loading. A statistic called the eigenvalue 
helps determine the number of factors to 
be extracted, while the percentage of the 
variance in the original data which is 
accounted for by the extracted factors is a 
measure of the overall success of the 





Group I Group П 
Australia Argentina 
Bahamas Bolivia 
Fiji Brazil 
Jamaica Chile 
Kenya Colombia 
Netherlands Ethiopia 
New Zealand India 
Pakistan Paraguay 
Republic of Ireland Peru 
Rhodesia Uruguay > 
Singapore 
South Africa 
Trinidad & Tobago 
United Kingdom 





factoring procedure. Using the usual 
criterion that only those factors whose 
eigenvalues exceeded 1.0 would be con- 
sidered, five factors were identified. Each 
factor represents a different common 
pattern of acceptance of measurement 
practices. These five factors accounted 
for approximately 71 percent of the 
variance in the data. To provide an intui- 
tive interpretation of the groups, the fac- 
tor matrix was rotated using a varimax 
rotation procedure. This procedure asso- 
ciates the various individual variables or 
countries in the strongest way possible 


with a single factor. A complete listing of. 


the loadings of the countries on the ro- 
tated factors is given in Table 1. Each 
country was assigned to the factor on 
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which it had the highest loading. The 
countries within each group or factor are 
those which are quite similar to each 
other in terms of accounting practices 
and quite different from the countries 
which are members of other groups or 
factors. As can be seen no country had 
its highest loading on the fifth factor, and 
no logical grouping appears to exist for 
the countries with relatively high load- 
ings on that factor. That factor is, there- 
fore, not used in the subsequent analysis. 
The remaining four factors yield the 
following groupings of the 38 countries: 


Group III Group IV 
Belgium Canada 
France Japan 
Germany Mexico 

Italy Panama 
Spain Philippines 
Sweden United States 
Switzerland 

Venezuela 


By noting the overall composition of each 
group and the alignment of countries, the 
following intuitively appealing charac- 
terizations can be made: 

British Commonwealth model 

Latin American model 


Continental European model 
United States model 


Group I: 

Group П: 
Group III: 
Group IV: 


A comparison of these groupings with 
those obtained by Frank [1979] when he 
used all 233 principles from the same 
period reveals little difference. The num- 
ber of factors stays the same as does the 
general overall composition and charac- 
ter of each group. Five countries— 
Ethiopia, Pakistan, Colombia, Nether- 
lands, and Germany—do change group 
membership, but some of these shifts are 
understandable since in three of the five 
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TABLE 1 
ROTATED FACTOR MATRIX BASED ON MEASUREMENT PRACTICES 
(1973 Survey Data) 
Variable] Factor 1 3 4 5 

1 Argentina .154 814 .130 .144 —.013 

2 Australia .664 115 237 235 592 

3 Bahamas 7662. 228 .101 410 051 

4 Belgium .329 .355 .726 —.004 7100 

5 Bolivia .085 845 .187 .080 .169 

6 Brazil : -215 674 249 —.074 —.094 

7 Canada .535 .057 .199 .627 .050 

8 Chile .249 662 -250 .129 —.008 

9 Colombia 210 500 .406 384 .329 
10 Ethiopia 419 438 .286. 246 259 
H Fiji .653 .138 253 255 .577 
12 Етапсе 1316 247 .650 .150 .059 
13 Germany .339 213 .619 .484 .070 
14 India ` - 402 496 .470 108 184 
15 Italy. 041 302 .676 290 073 
16 Jamaica .731 275 293 179 250 
17 Јарап .339 .337 475 -476 040 
18 Kenya . „647 .225 321 262 173 
19 Mexico .301 .309 241 561 128 
20 Netherlands „690 .146 241 .363 —.213 
21 New Zealand .643 143 263 273 .587 
22 Pakistan .492 .472 .331 -075 .285 
23 Panama .313 .393 .316 436 270 
24 Paraguay 114 7 261 214 107 
25 Peru .  .084 843 .187 .084 77 
26 Philippines .426 247 207 . 712 .183 
27 Republic of Ireland .815 176 207 140 170 
28 Rhodesia .739 234 277 199 .092 
29 Singapore -265 327 139 .127 .086 
30 South Africa 165 160 136 .289 205 
31 Spain, 299 433 .600. —.052 121 
32 Sweden я .423 294 .609 .121 055 
33 Switzerland 373, 145 2571. .291 034 
34 Trinidad & Tobago 2761. 223 ‚274 205 .081 
35 United Kingdom .784 026 .233 .231 -.052 
36 United States .328 018 -049 831 .068. 
37 Uruguay 202 696 189 196 —.067 
38 Venezuela : 133 -462 .606 .151 .251 





(Highest factor loading for each country is underlined) 


cases the loadings on the two groups are 
approximately equal. 

2. Disclosure Practices. A similar fac- 
tor analytic procedure was applied to the 
86 observations on reporting practices in 
the same 38 countries for 1973. The same 
criteria for extracting and rotating factors 
were used. Seven factors, i.e., country 
groupings, were identified, accounting 
for 73.2 percent of the total variance in 
the data. A complete listing of the load- 





ings of the countries on the rotated fac- 
tors is given in Table 2. Each country 
again was assigned to the factor on which 
it had the highest loading. The seven 
factors yield the following groupings of 
the 38 countries. (Factors 6 and 7 both 
yield separate single-country “groups”, 
but this treatment seems valid since each 
country’s loading on its individual factor 
is much greater than its loading on any 
other factor.) 


Nair and Frank 431 








TABLE 2 : 
ROTATED FACTOR MATRIX BASED ON DISCLOSURE PRACTICES 
(1973 Survey Data) 
Variable/Factor 1 2 3 4 5 6 7 
1 Argentina d :210 -444 320 -266 .473 .363 .047 
.2 Australia .867 .091 .142 .183 .173 .067 .078 
3 Ваһатаѕ 413 275 .161 444 055 —.264 —.089 
4 Belgium . .392 .152 616 .063 .087 .127 .083 
5 Bolivia 22] 131 .382 .169 .250 .071 —.117 
6 Brazil ‚130 217 163 —.147 271 —.003 —.081 
7 Canada 431 319 —.016 697 014 —.024 —.148 
8 Chile .164 377 232 .148 537 .284 —.118 
9 Colombia — .028 .354 699 -047 — .064 160 077 
10 Ethiopia .373 313 .028 .042 602 .012 —.061 
11 Fiji ' .817 .120 .213 -260 .196 .007 .007 
12 France .083 .108 NA —.168 —.140 .332 — .047 
13 Germany .208 168 .070 .196 —.025 054 240 
14 India .435 .681 .196 .181 .123 .150 .086 
15 Italy .081 .043 646 .220 .024 —.141 457 
16 Jamaica 190 .438 .133 .120 .136 —.015 .062 
17 Japan .078 673 .282 .249 192 .089 .150 
18 Kenya „711 341 041 . .065 327 .089 .259 
19 Мехісо 271 389 167 .522 .353 —.062 — .060 
20 Netherlands -384 .090 —.026 .672 .081 111 .290 
21 New Zealand .855 -204 .168 .145 .205 .050 .189 
22 Pakistan .397 .640 .077 .231 .210 .231 191 
23 Panama .143 .288 217 .480 .380 3.12 .017 
24 Paraguay : .076 226 639 .057 .331 .302 — .066 
25 Реги .125 Ти .339 .237 .224 .083 —.108 
26 Philippines 194 .189 173 639 183 434 .210 
27 Republic of Ireland 794 014 131 -206 —.110 —.140 -.177 
28 Rhodesia 149 .165 112 116 221 219 .299 
29 Зіпрароге | 670 2266  : —.001 .027 .026 404 022 
30 South Africa 643, .237 — .036 -106 ^  .023 ATI .125 
3] Spain .166 —.055 .786 .095. .276 —.154 .070 
32 Sweden .175 .173 .288 136 .118 649 .028 
33 Switzerland .284 .204 .207 .035 —.138 .073 .695 
34 Trinidad & Tobago 7.568 .508 .145 .234 .263 .067 .216 
35 United Kingdom 659 —.097 —.049 .280 —.187 368 —.182 
36 United States -151 416 —.065 141 —.167 0.90 010 
37 Uruguay .091 .061 414 —.203 732, —.017 005 
38 Venezuela —.024 ` .228 -108 .265 226 .025 .238 
Стоир І Group П Сғоир Ш Group IV Group V Group VI Group VII 
Australia Bolivia Belgium Canada Argentina Sweden Switzerland 
Bahamas Germany Brazil Mexico Chile 
Fiji India Colombia Netherlands Ethiopia 
Jamaica . Japan France Panama Uruguay 
Kenya Pakistan Italy Philippines 
New Zealand Peru Paraguay United States 
Republic of Ireland Spain 
Rhodesia Venezuela 
Singapore 
South África 
Trinidad & Tobago 


United Kingdom 
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TABLE 3 
TRANSFORMATION MATRIX 
Disclosure and Measurement Groupings for 1973 
Disclosure 
Groups 
I П Ш IV V VI VIII 
Measurement 
Groups 

I .95046 .01836 — —.24363 .09157 .03178 .15910 — —.02553 

п .00219 .51636 .42280 07120 .57897 15573  —.20126 

ш —.15747  —.00932 .69828 | —.13866 —.20452 .40454 .42632 

ІУ — .24282 -38358 —.11821 .81579 .00990 .04072 .07050 

V 44992 .12042 .12218 — —.10335 .13736  —.12002 .01576 


Comparing these results with the 
groupings obtained in the previous sec- 
tion reveals that the clusterings of coun- 
tries can change depending upon the 


subset.of accounting practices used. The © 


impact, however, is different on the vari- 
ous groups. For example, the British 
Commonwealth group (Group I) and the 
United States group (Group IV) are 
basically unchanged in character and 
composition between the two compari- 
‘sons. The countries which are affected by 
the differences between reporting and 
measurement practices are the Latin 
American and Continental European 
countries. The previously identified Latin 
American model disintegrates, with Bo- 
livia and Peru joining Germany and 
Japan in a grouping (Group II) which 
has no ready intuitive identification; 
Argentina, Chile, and Uruguay break 
off to form a predominantly "South" 
Latin American group (Group V), while 
Brazil, Colombia, and Paraguay join a 
group of European countries (Group 
IIT). Similarly, in the previously identified 
Continental European model, a group of 
Central and Southern European coun- 
tries—Belgium, France, Italy, and Spain 
—join with the above-mentioned Latin 
American countries, while Germany, 
Sweden, and Switzerland, on the other 


hand, go in different directions. The 
groupings obtained here do not lend 
themselves to an intuitive basis for differ- 
entiation, and itis difficult to characterize 
these groups. 

The difference in the factor structures 
between those obtained for measurement 
practices and those obtained for dis- 
closure practices were quantified by the 
transformation analysis procedures sug- 
gested by Rummel [1970]. This is a 
method for comparing the structures of 
factor matrices yielded by two different 
factor analyses. The method yields a 
transformation matrix, the elements of 

which can be interpreted as regression 
coefficients. The coefficients give the best 
prediction of each factor of one factor 
matrix in terms of each factor of the 
second matrix. The transformation ma- 
trix is given in Table 3, with factors from 
the analysis of measurement practices as 
the rows and the factors from the analysis 
of disclosure practices as the columns. 
The U.K. group (Group I in both) and 
to a slightly lesser extent the U.S. group 
(Group IV in both) are similarly deline- 
ated in both factor analyses. The latter 
shows some similarity with Group П 
from the disclosure practices, perhaps 
because of the shift of Japan. Observing 
the elements for the rows dealing with the 
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Latin American group (Group П) and the 
Continental European group (Group 
III) it can be seen that both lose their 
clearcut distinctiveness and the outlines 
of both groups become blurred as each 
bécomes positively associated with two 
or more groups on the disclosure dimen- 
sion. These observations tend to bolster 
the conclusions drawn earlier about the 
lack of cohesiveness in the Latin Ameri- 
can and Continental European groups 
when disclosure practices are considered. 

Rummel also suggests the computation 
of an index of deviation for each variable, 
i.e., country. This index would measure 
the overall (factor loading) similarity of 
a country from one factor analysis to the 
next. The index is zero if a country has 
identical loadings on all factors in both 
factor analyses. A level of 0.1 was arbi- 
trarily picked as the level at which a 
change in factor loadings would be stud- 
ied to identify outliers. (The average 
index was 0.17 and the range was from 
0.02 to 0.36.) Using this criterion, all but 
11 countries had significant shifts in their 
overall factor loadings between the two 
factor matrices. The 11 which did not 
shift significantly in overall factor load- 
ings were: Argentina, Australia, Belgium, 
Chile, Fiji, Jamaica, Mexico, New Zea- 


Group I Group II 
Australia Argentina 
Bahamas Bolivia 
Fiji Brazil 
Iran* Colombia 
Jamaica Ethiopia 
Malaysia* Greece* 
Netherlands India 

. New Zeland Italy 
Nigeria* Pakistan 
Republic of Ireland Panama 
Rhodesia Paraguay 
Singapore . Peru 
South Africa Spain 
Trinidad & Tobago Uruguay 
United Kingdom 


* Countries not included in the 1973 survey. 
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land, Rhodesia, United States, and Vene- 
zuela. These countries exhibit the greatest 
stability between the two sets of practices. 
The fact that most countries registered a 
shift in loadings between the factor 
analyses of the two sets of practices again 
confirms that the groupings achieved are 
quite different. 


C. 1975 Analysis 


The above analyses which had been 
performed with the data from the 1973 
Price Waterhouse survey were all repli- 
cated using data from the 1975 survey. 

1. Measurement Practices. The 162 
practices relating to measurement in the 
46 countries surveyed in- 1975 were 
analyzed using the same criteria as before 
for the extraction and rotation of factors. 
Six factors accounting for approximately 
72 percent of the variance were isolated 
and a complete listing of the loadings of 
the 46 countries is given in Table 4. For 
the purpose of grouping, each country 
was assigned to the factor on which it 
loaded the highest. Since no country 
loaded highest on the sixth factor, it-was 
ignored in the subsequent analysis. The 
remaining five factors yielded the follow- 
ing groups (including a single-country 
"group"): 


Group III Group IV Group V 
Belgium Bermuda* Chile 
Denmark* Canada ~ 
France Japan 
Germany Mexico 
Norway* Philippines 
Sweden United States 
Switzerland Venezuela 
Zaire* 
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1 Argentina 

2 Australia 

3 Bahamas 

4 Belgium 

5 Bermuda 

6 Bolivia 

7 Brazil 

8 Canada 

9 Chile 

10 Colombia 

11 Denmark 

12 Ethiopia 

13 Fiji 

14 France 

15 Germany 

16 Greece 

17 India 

18 Iran 

19 Italy 

20 Jamaica 

21 Japan 

22 Kenya 

23 Malaysia 

24 Mexico 

25 Netherlands 
26 New Zealand 
27 Nigeria 

28 Norway 

29 Pakistan 

30 Panama 

3] Paraguay 

32 Peru 

33 Philippines 
34 Republic of Ireland 
35 Rhodesia 

36 Singapore 
37 South Africa 
38 Spain 

39 Sweden 
40 Switzerland 
41 Trinidad & Tobago 
42 United Kingdom 
43 United States 
44 Uruguay 
45 Venezuela 
46 Zaire 
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TABLE 4 
ROTATED FACTOR MATRIX BASED ON MEASUREMENT PRACTICES 
(1975 Survey Data) 

1 2 3 4 5 6 
125 „735 085 193 .465 132 
-185 .136 204 ‚260 .136 378 
603 .344 053 438 —.134 —.010 
.293 408 648 124 .053 — .208 
485 169 241 650 .115 —.087 
.145 .851 106 .122 .173 —.036 
122 4541 360 133 .349 016 
.384 .145 153 808 .118 ~ .025 
242 ‚292 308 035 632 — .048 
.199 698 294 .169 .008 132 
.385 .212 558 166 .300 084 
467 628 .231 069 —.010 —.001 
156 .171 222 .274 .124 397 
375 .258 557 200 .286 207 
297 .368 664 300 .031 — .026 
.154 501 400 .265 113 —.387 
449 3513. 388 029 .005 ~ 221 
4373. 372 244 346 199 —.294 

158 .565 420 238 —.107 — .074 
IT .252 272 116 115 — .084 
274 274 380 554 — .037 —.162 
674 .308 198 973 —.038 052 
653 .233 423 292 .068 —.102 
443 234 250 596 .220 — .028 
.583 .145 277 .429 .148 —.100 
164 .146 239 .268 129 376 
.628 442 242 .281 — .083 — .045 
.230 253 636 .302 .251 049 
.543 636. 114 067 —.114 —.159 
.326 .589 162 339 —.024 237 
.138 .824 187 125 .087 — .039 
131 121 231 229 .195 —.145 
403 .385 186 575 ‚168 149 
747 017 212 .408 .147 —.114 
765 247 174 238 .214 —.173 
.754 157 318 204 050 —.030 
.753 162 135 325 .095 —.075 
100 582 476 .032 .008 065 
.404 232 623 160 .209 049 
.223 .185 132 195 —.007 163 
.658 414 194 051 .061 —.071 
136 .058 166 414 .167 —.112 
311 115 .141 806 —.047 180 
.196 652, 127 228 472 035 
272 436 328 .584 .024 ~.101 
272 450 516 188 .080 —.241 





A comparison with the measurement 
grouping obtained in 1973 indicates that _ 
the overall composition and character 
of the groups has remained stable over 
time. Although the number of groups has 
changed they can be characterized as 


follows: 


GroupI: British Commonwealth model 

Group П: Latin American/South European model 
Group Ш: Northern and Central European model 
GroupIV: United States model 

GroupV: Chile 


Of the 38 countries common to both 
surveys, the major change between 1973 
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TABLE 5 
ROTATED FACTOR MATRIX BASED ON DISCLOSURE PRACTICES 
(1975 Survey Data) 
1 2 3 4 5 6 7 8 

1 Argentina .366 229 377 .058 526 .278 217 —.118 

2 Australia  , 172 .874 .176 232 042 .021 .138 .024 

3 Bahamas .140 386 .505 .396 —.011 .046 ‚159 —.154 
4 Belgium 47 109  —.080 211 .049 244 .014 .130 

5 Bermuda .010 .210 .334 701 137 .048 .278 131 7 

6 Bolivia .775 .222 .228 .061 212 039 211 —.155 
7 Brazil .624 047 .209 — .023 226 193 .354 — .069 

8 Сапайа .037 .203 ^ .366 7249 113 .036 .220 .098 
9 Chile 629 139 234 240 315 .209 281 .056 
10 Colombia 615 .059 .402 —.024 .146 — .041 ~.140 ‚155 
11 Denmark 217 ‚252 .108 .198 .147 .693 .165 —.007 
12 Ethiopia .309 569 .368 —.005 010 .300 .188 .108 
13 Fiji .238 832 214 .266 .021 .022 .079 .044 
14 France 518 .148 184 151 — .065 507 —.228 .058 
15 Germany .089 147 603, .036 .238 .306 .159 .207 
16 Greece 694 .129 .083 044 .065 .050 .025 .041 
17 India .295 262 235° ‚170 .482 337 .274 .242 
18 Iran 171 174 081 135 .708 .180 —.055 —.051 
19 Italy .506 .029 .253 —.018 .058 .188 —.077 .514 
20 Јатаіса .208 .409 207 .582 .107 215 .139 .055 
21 Japan 333 .158 643 .115 212 .228 .188 115 
22 Кепуа .188 „741 127 121 .345 262 .048 .098 
23 Malaysia 114 .558 .128 .323 .346 243 —.089 .383 
24 Mexico .256 .370 2531, 301 .279 .093 .106 .166 
25 Netherlands .056 .374 .375 .492 . 183 —.092 —.007 056 
26 New Zealand 75 876 155 254 .039 .126 .070 .093 
27 Nigeria .025 598. .070 347 .290 .330 — .060. .227 
28 Norway 287 .072 .191 .123 .161 567 459 175 
29 Pakistan .265 .310 213 .162 .470 .066 301 409 
30 Panama .298 247 .728 224 —.027 .003 . .129 .037 
31 Paraguay .804 .208 .263 .064 . .222 121 .099 054 
32 Peru 360 274 .352 .285 .540 .019 .272 .032 
33 Philippines .156 182 -591 251 479 021 .038 214 
34 Republic of Ireland .241 .250 .164 750. 107 107 —.180 —.111 
35 Rhodesia .063 491 189 638 .105 .076 .038 .105 
36 Singapore .092 „790 ‚155 .266 .253 .110 —.151 042 
37 South Africa .069 2514 .178 .362 .260 277 .095 —.097 
38 Spain .859 .033 —.038 .021 —.024 045 —.035 206 
39 Sweden 192 112 142 094 .188 154 —.034 139 
40 Switzerland .303 .290 272 .129 —.090 .184 ATL 587 
41 Trinidad & Tobago .355 502 .121 .259 .136 .161 470 217 
42 United Kingdom — —.011 .295 —.005 674 .036 381 —.101 .019 
43 United States .040 .097 723. А454 175 032 —.035 .147 
44 Uruguay 520 .260 .290 216 .338 .189 .319 —.220 
45 Venezuela .132 .203 .690 .288 .030 237 —.187 —.020 
46 Zaire 863 187 ` .065 .052 .065 .089 .042 .064 


and 1975 in the measurement groupings is 
the expansion of the Latin American 
group. Pakis:an (from the British Com- 
monwealth group), Panama (from the 
United States group), and Italy and Spain 
(both from the Continental European 
group) join it, while only Chile leaves it 





to become its own "group." The only 
other change is Venezuela, going from 
the Continental European model to the 
United States model. 

Another point to note is the affiliation 
of the eight countries included for the 
first time in the 1975 survey. Most of 
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them аге linked with those groups which 
one would have expected on the basis of 
Seidler's "spheres-of-influence" classifi- 
cation [1967]. Denmark and Norway are 
to be found in the North/Central Euro- 
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the factor on which it had the highest 
loading. Factor 7 on which no country 
loaded the highest is ignored in the subse- 
quent analysis. The seven remaining 
factors yield the following groupings of 
the 46 countries: 


Group I Group H Group III Group IV 
Belgium Australia Bahamas Bermuda* 
Bolivia Ethiopia Germany Canada 
Brazil Fiji Japan Jamaica 
Chile Kenya Mexico Netherlands 
Colombia Malaysia* Panama Republic of Ireland 
France New Zealand Philippines Rhodesia 
Greece* Nigeria* United States United Kingdom 
Paraguay Singapore ` Venezuela 
Spain South Africa 
Uruguay Trinidad & Tobago 
Zaire* 

Group V Group VI Group VII 
Argentina Denmark* Italy 
India Norway* Switzerland 
Iran* Sweden 
Pakistan 
Peru 


* Not included in the 1973 survey. 


pean group, which also includes Sweden. 
Zaire (formerly the Belgian Congo) is also 
included in that group, which is not 
anomalous considering that that group 
also included Belgium. Nigeria and Ma- 
laysia also follow colonial patterns by 
exhibiting an affiliation with the British 
Commonwealth model. Greece is associ- 
ated with the Latin American/South 
European group, while Iran and Ber- 
muda are linked with the British Com- 
monwealth and United States models, 
respectively. 

2. Disclosure practices. The same fac- 
tor analytic procedure was applied to the 
102 observations on disclosure practices 
in the 46 countries. The factor analysis 
yielded eight factors accounting for 73 
percent of total variance in the data. A 
complete listing of the loading of the 
countries on the rotated factors is given 
in Table 5. Each country was assigned to 

A comparison of the groupings ob- 


tained here with those obtained with the 
1975 measurement practices reveals the 
same lack of clear-cut groups that was 
observed with the 1973 data. It is appar- 
ent that the pattern underlying measure- 
ment practices in different countries is 
quite different from the pattern under- 
lying disclosure practices. It is interesting 
to note that Chile is not an outlier with 
respect to disclosure practices as it was 
with measurement practices. The major 
point to note in comparing these group- 
ings with the 1975 measurement group- 
ings is the same disintegration of the Con- 
tinental European model that was 
observed with the 1973 data. Denmark 
and Norway, both new to the survey in 
1975, join Sweden, which was a single- 
country “group” in 1973, to form a 
Scandinavian cluster; France and Bel- 
gium (and also Zaire) join the Latin 
American/South European clustering 
which was apparent in the 1973 disclosure 
clusters. Germany, on the other hand, 
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TABLE 6 
"TRANSFORMATION MATRIX 
Disclosure and Measurement Groupings for 1975 


Measurement 





Groups 
1 П 
Disclosure 
Groups 
I -03471 -62300 
u -73277 -10673 
Ш — .01699 .32644 
ІУ .54843 —.15385 
V .03742 .43512 
VI -24183 .00069 
Vil —.13349 .10818 
VIII -12464 —.01960 


joins Japan as it had in the 1973 clusters, 
while Italy joins Switzerland as a separate 
“group.” А 

The other major point to be noted is 
that while the U.S. group stays largely 
intact across the two sets of methods, the 
British Commonwealth cluster splits into 
two groups. This split was not observed 
with the 1973 data; it may be speculated 
that.it is the result of the entry of the 
United Kingdom into the European 
Common Market during the intervening 
period. However, in general, there is no 
clear-cut basis for systematically differ- 
entiating between the various groups and 
offering intuitively appealing charac- 
terizations. 

The lack of agreement between the 
factor structures can also be seen in the 
transformation matrix given in Table 6. 
The rows indicate the factors obtained 
from the analysis of disclosure practices, 
while the columns give the factors ob- 
tained from the analysis of measurement 
practices. None of the elements of the 
matrix is above 0.8, and only one (be- 
tween the “Eastern Commonwealth" 
group—group II on disclosure practices 
and the British Commonwealth group— 
Group Ї on measurement practices) is 
above 0.7. Since 1.0 would indicate con- 


Ш IV V VI 


-33670 .00283 .16781 —.13457 
.04313 —.05188 — .06535 .28554 
.12510 58064 —.07843 .21107 
07851 52763 -18130 —.26455 

—.14613 .06364 .22529 = 29476 
63196 03558 22162 —.07316 

—.08318 —.19601 -15844 .12999 
.52809 .06689 —.37418 


~ 01581 


gruence of two factors, the results here 
indicate that the clusters of countries 
obtained with measurement practices are 
not similar to the clusters of countries 
obtained with measurement practices 
are not similar to the clusters obtained 
with disclosure practices. Examination 
of the index of deviation indicated that 
nine of the 46 countries had significant 
(index greater than 0.1) shifts in their 
overall factor loadings. These nine coun- 
tries were: Argentina, Bahamas, Chile, 
Ethiopia, Germany, Greece, Japan, Ni- 
geria, and Pakistan. 

The preceding analysis answers the 
first question raised in this study. It 
shows that the groupings achieved on 
different subsets of accounting practices 
are, in fact, different. Also, disclosure 
practices exhibit greater diversity than 
the factors obtained from the analysis of 
measurement practices. In the second 
part of the analysis, we attempted to see 
whether different underlying economic 
and cultural variables were associated 
with the groupings. 


Il. ASSOCIATION OF ECONOMIC AND CUL- 
TURAL VARIABLES WITH GROUPINGS 


It has long been argued by accountants 
that accounting is shaped by its environ- 


438 


ment. APB Statement No. 4 [1970, para. 
209] states, “Generally accepted ac- 
counting principles change in response to 
changes in economic and social condi- 
tions, to new knowledge and technology, 
and to demands of users for more service- 
able financial information." А similar 
line of argument can be found in the 
FASB’s Objectives of Financial Report- 
ing by Business Enterprises [1978, para. 
9], “Accordingly, the objectives in this 
Statement are affected by the economic, 
legal, political, and social environment in 
the United States." Following this line of 
reasoning would lead one to believe that 
countries with similar environments, in 
the sense of similar economies and cul- 
tures, should have similar accounting 
practices and those with different en- 
vironments should exhibit differences in 
accounting practices. As Choi and 
Mueller [1978, p. 22] state, “If we then 
accept the proposition that the environ- 
ments in which accounting operates are 
not the same in different countries . . . it 
stands to reason that accounting must 
necessarily differ from case to case if it is 
to retain the sharp cutting edge of social 
utility." 

The earlier study by Frank [1979] con- 
firmed that an association between en- 
vironmental variables and accounting 
groupings exists. However, it is of interest 
to investigate whether the environmental 
variables associated with disclosure prac- 
tices are different from those associated 
with measurement practices. For exam- 
ple, one might expect factors such as 
extent of similarity between legal struc- 
tures to be more important in the determi- 
nation of disclosure practices since many 
disclosure requirements are laid down in 
laws such as the Securities Acts of 1933 
and 1934 in the United States. Similarly, 
the degree of separation of ownership 
from management and the overall state of 
economic development might have an 
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impact more on the determination of dis- 
closure issues as would the degree of 
public ownership of business enterprises, 
since disclosure issues become more 
urgent as ownership is diffused. Simi- 
larity in measurement practices, on the 
other hand, might be affected more by a 
similar economic experience, such as 
rapid inflation or the emergence of firms 
with significant overseas investments. In 
such cases, we would expect the countries 
to draw upon each other’s experiences in 
formulating approaches to measuring 
such economic events. 


A. Data 


In this, the second step of the analysis, 
discriminant functions were first con- 
structed using data from 36 countries. 
Four countries (Bahamas, Bermuda, Ma- 
laysia, and Rhodesia) were excluded from 
this part of the study since the United 
Nations source for the economic and 
cultural variables did not provide data 
for these countries. Six countries (Den- 
mark, Greece, Iran, Nigeria, Norway, 
and Zaire) were kept as a hold-out sample 
to test the predictive power of the dis- 
criminant functions. These countries were 
chosen to form the hold-out sample since 
they were new to the 1975 sample. 

The major cultural variable used was 
the country's official language. This vari- - 
able should capture similarities in legal 
systems, since colonizing countries usu- 
ally bequeathed their own legal system 
and official language to the colonies. Use 


. of English, French, Spanish, Portuguese, 


German, and Italian was indicated 
through use of a separate (0, 1) dummy 
variable for each of these countries. 
Eight economic structure variables 
were included to capture the importance 
of the degree of industrialization and the 
state of development. These were: (1) per 
capita income, (2) private sector con- 
sumption relative to gross national prod- 
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uct, (3) relative gross capital formation, 
(4) relative balance of trade (exports less 
imports), (5) agricultural sector output 
relative to gross national product, (6) 
geometric (average) annual growth rate 
of real gross national product, (7) average 
annual change in the country's foreign 
exchange rate for U.S. dollars, and (8) 
average annual change in consumer 
prices. Averages were computed over the 
period 1962-1970 inclusive. 

Three bilateral trade variables were 
constructed for this analysis to capture 
trading ties between countries: imports, 
exports, and total trade (imports plus 
explorts). Two differences exist in terms 
of how these variables were measured in 
this study as compared to Frank's earlier 
study [1979] of 1973 accounting prac- 
tices. In the earlier study, country A's 
imports from country B were assumed to 
be equal to B's exports to А. Because of 
differences in how duties are assigned, the 
point in time when warehoused goods are 
included in the import/export category, 
etc., the equality mentioned above does 
not strictly hold. In this study, separate 
import and export data were gathered 
and used in constructing the trade vari- 
ables. Differences due to this alternative 
measurement procedure are minor. 

The major difference in the construc- 
tion of the trade variables between this 
and the Frank study [1979] is how the 
data were summarized for use in the dis- 
criminant analysis. In the earlier study, 
the trade statistics for individual coun- 
tries were aggregated by country group- 
ings, as determined from the factor 
analysis. The same country groupings 
were thus assumed to be known for the 
dependent variable (country groups with 
similar accounting principles and report- 
ing practices) and for the independent 
trade variables. This was not a major 
concern in that study since the discrimi- 
nant analysis was used in the earlier 
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. Study primarily for the descriptive pur-. 


poses to show the close association be- 
tween a country's economic and cultural 
characteristics and the accounting princi- 
ples and practices it followed. In this 
study, we use the discriminant functions 
for prediction, as well as classification, 
purposes. To make unbiased prediction 
tests requires that information incor- 
porated in the dependent variable not be 
used in constructing the independent, ex- 
planatory variables. To avoid creating 
such a bias, we used the Gutman- Lingoes 
smallest space analysis technique, SSA-I, 
to construct three sets of six trading 
blocks, one based on imports, a second 
based on exports, and a third based on 
total trade. | 

Smallest space analysis (SSA) is a 
technique whose objective is similar to 
factor analysis, ie. to reduce a large 
number of variables into a more compact 
set. Instead of “loadings” and “factors,” 
this technique yields “coordinates” and 
"dimensions" which can be interpreted 
analogously. Each dimension represents 
a block of countries closely linked to each 
other through their trading ties. As men- 
tioned above, three sets of six dimensions 
or trading blocks were identified. The 
Scores or coordinates of each country on 
each dimension obtained after a varimax 
rotation procedure similar to factor 
analysis were then used as additional vari- 
ables in a stepwise multiple discriminant 
analysis. 


B. Measurement Practices 

To separate the five groups identified 
from the 1975 measurement practices, 
four discriminant functions incorporat- 
ing 14 variables were developed. These 
are the variables which are most helpful 
in distinguishing one group from an- 


- other. Variables having an F-value of 


less than 1.0 were excluded from the 
functions to ensure that each new variable 
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TABLE 7 
STATISTICS AND COEFFICIENTS FOR DISCRIMINANT FUNCTIONS 
(Five Country-Groups Based on 1975 Measurement Practices) 











Discriminant Relative Percentage of 
Function Eigenvalue Variance Explained 
1 20.28123 72.14 
2 5.54915 19.74 
3 1.79360 6.38 
4 .48847 1.74 
Standardized Discriminant Function Coefficients 
Variable* Func. 1 Func. 2 Func. 3 Func. 4 
PCINC — .15783 — .03425 — .70824 — 23241 
PVTCOM .02090 —.42862 —.15204 .28516 
BOT .12204 —.13515 — 40640 —.17116 
AGSEC —.36588 — .22393 .02271 —~ 30652 
GNPGR . 17815 .03300 —.66175 — .04788 
IMPORT2 .03758 —.53581 — 38788 —.29477 . 
IMPORTS —.11883 — .02301 49665 —.70039 
ТОТТЕ2 —.04576 —.11889 .08155 93717 
TOTTRS .30093 — .06241 —.52312 .50142 
TOTTR6 .15269 — .20809 —.43914 —.21185 
ENGLISH 43462 05506 —.56149 28497 
FRENCH — .56961 — .06400 —.22521 —.11773 
GERM — 55298 .01100 —.13039 —.04819 
ITAL .03094 —.29792 .00304 —.05797 
(Largest Coefficient for each function is underlined) 
Centroids of Groups in Reduced Space 
Func. 1 Func. 2 Func. 3 Func. 4 
Group 1 45353 1.08409 56911 18319 
Group 2 .13371 —.98595 43719 — 29004 
Group 3 — 2.33724 30685 —.32964 .07103 
Group 4 73674 .19949 — 1.60335 —.28097 
Group 5 .53867 — 1.83878 — .67534 3.08613 





* See Table 8 for names of variables 


added a significant amount of separation 
above and beyond the variables already 
included in the functions. The number of 
discriminant functions to be used in 
further analysis was determined by ex- 
amining the relative percentage of vari- 
ance explained by each function. The 
functions themselves can be interpreted 
like the factors in factor analysis, and 
clues to the dimension each function 
represents can be found by looking to the 
variable whose standardized coefficient 


has the largest absolute value on that 
function. The standardized discriminant 
function coefficients are given in Table 7 
along with other summary statistics on 
the four functions. Table 8 lists the names 
of the variables entering the analysis. 

The first two of these functions repre- 
sent approximately 92 percent of the 
discriminatory power, and are significant 
at the .001 level. All three types of 
variables—cultural, economic structure, 
and trading block data play a role in the 
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TABLE 8 
List OF VARIABLES 
PCINC: per capita income 
PVTCOM: private sector consumption relative to Gross National Product 
BOT: relative balance of trade 
AGSEC: agricultural sector relative to Gross National Product 
GNPGR: geometric annual growth rate of real Gross National Product 
IMPORT2: Trading block of Argentina, Bolivia, Brazil, Chile, Mexico, Paraguay, Peru, and Uruguay 
IMPORTS: Trading block of Denmark, Greece, Iran, and Ireland 
EXPORTI: Trading block of Belgium, France, Italy, Netherlands, Nigeria, Republic of Ireland, South Africa; Spain, 
United Kingdom, United States, Uruguay, and Zaire 
EXPORT2: Trading block of Argentina, Brazil, Chile, Colombia, Denmark, Panama, Paraguay, Sweden, Trinidad, 
and Venezuela 
EXPORT4: Trading tlock of Ethiopia, Japan, Mexico, Peru, and Philippines 
EXPORT6: Trading block of India, Iran, Pakistan, Singapore, and Switzerland 
TOTTR2: Trading block of Brazil, Canada, Chile, Denmark, Colombia, Germany, Norway, and Switzerland 
TOTTRS: Trading block of Argentina, Paraguay, and Peru 
TOTTR6: Trading block of Mexico, Panama, and Trinidad & Tobago 
ENGLISH: Dummy variable for use of the English language 
FRENCH: Dummy variable for use of the French language 
GERM: Dummy variable for use of the German language 
ITAL: Dummy variable for use of the Italian language 


discriminant functions. The five eco- 
nomic structure variables are: per capita 
income, private sector consumption, bal- 
ance of trade, role of the agricultural 
sector, and the GNP growth rate. The 
four cultural variables. are English, 
French, German, and Italian. The trade 
variables include two of the import 
trading blocks and three of the total trade 
trading blocks. Based on the absolute 
value of the standardized discriminant 
function coefficients, the single most 
important variable for each of the func- 
tions are: 
French 
Trading block of Mexico, Peru, Paraguay, 
Uruguey, Argentina, Bolivia, Brazil, and 
Chile based on imports 
Function 3: Percapita income 
Function 4: Trading block of Argentina, Paraguay, 
and Peru based on total trade. 

There are two ways of judging the 
success of discriminant analysis—first, 
how well the functions classify the cases 
which had been used, in constructing 
those functions, and second, and also 


Function 1: 
Function 2: 


more importantly, how well it predicts the 
membership of new cases excluded from - 
the function-building process. Discrimi- 
nant functions may be outstanding suc- 
cesses by the first test, but may fail the 
stronger second test. In such instances, as 
happens in this study, the results of the 
analysis should be treated with caution 
and any conclusions that may be drawn 
are only tentative in nature. 

The four functions classified all of the 
36 countries used to construct the func- 
tions correctly, as shown in Table 9. The 
predictive results with respect to the six 
countries in the hold-out sample, which 
had not been used to construct the dis- 
criminant functions, however, were not 
as impressive. Only three out of the six 
countries were classified correctly. These 
were Greece, Nigeria, and Zaire. Den- 
mark (actually in Group IIT) was classi- 
fied in Group II; Iran (actually in Group 
I) was classified in Group IV, and Nor- 
way (actually in Group III) was classified 
in Group I. 
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TABLE 9 
PREDICTION RESULTS— MEASUREMENT PRACTICES 
(Countries Used to Construct Discriminant Functions) 
Predicted Group Membership 
Actual No. of 
Group Cases Group 1 Group 2 Group 3 Group 4 Group 5 
Group 1 11 п 0 0 0 0. 
100.07; 075 0% 0% 0% 
Group 2 13 0 13 0 0 0 
0 100.0% 0% 0% 0% 
Group 3 5 0 0 5 0 0 
0% 0% 100.0% 0% 0% 
Group 4 6 0 0 0 6 0 
0% 0% 0% 1000 0% 
Group 5 1 0 0 0 0 1 
07; 07; 0% 0% 100.0% 


Percentage of “grouped” cases correctly classified: 100.0% 


C. Disclosure Practices 


A similar discriminant procedure was 
run to identify the variables associated 
with the seven groups present in the 1975 
disclosure data. Six discriminant func- 
tions incorporating 13 variables were 
developed. The standardized discrimi- 
nant function coefficients are given in 
Table 10 along with other summary sta- 
tistics on the six functions. 

In this case, the first three of these 
functions are the most important ones 
since they represent approximately 92 
percent of the discriminatory power, and 
are significant at the .02 level (or better). 
Again, all three types of variables play a 
role in the discriminant functions. The 
four economic structure variables are: 
per capita income, private sector con- 
sumption, balance of trade and the role of 
the agricultural sector. The two cultural 
variables are English and German, while 
the trade variables include four of the 
export trading blocks and three of the 
total trade trading blocks. 


Based on the absolute value of the 
standardized discriminant function co- 
efficients, the single most important 
variable for each of the functions are: 


Function 1: 
Function 2: 
Function 3: 


Function 4: 


English 

Importance of the agricultural sector 
Trading block of Mexico, Panama, and 
Trinidad & Tobago based on total trade 
Trading block of India, Iran, Pakistan, 


Singapore, and Switzerland based on ex- 
ports 

Germany 

Trading block of Brazil, Canada, Chile, 
Colombia, Denmark, Germany, Norway, 
and Switzerland based on total trade. 


Function 5: 
Function 6: 


It should be noted that none of the 
variables found to have the greatest 
association with disclosure clusters had 
the same dominant position with respect 
to measurement groups. This result 
would suggest that measurement and 
disclosure practices in countries may be 
determined by different underlying en- 
vironmental variables. It is difficult, how- 
ever, to distinguish between the two sets 
of environmental variables on any con- 
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TABLE 10 
STATISTICS AND COEFFICIENTS FOR DISCRIMINANT FUNCTIONS 
(Seven Country Groups Based on 1975 Disclosure Practices) 
Discriminant Relative Percentage of 
Function Eigenvalue Variance Explained 
1 11.72267 58.12 
Р 2 3.99413 19.80 
3 2.86354 14.20 
4 ‚76771 3.81 
5 .54109 2.68 
6 27982 1.39 
Standardized Discriminant Function Coefficients 
Variable* Func. 1 Func. 2 Func. 3 Func. 4 Func. 5 Func. 6 
PCINC 39505 ~ .28494 — .02571 — 48939 .22529 — .39951 
PCTCOM 21276 .57404 .03531 = .32088 —.30422 — .22466 
BOT —.15062 .15253 —.24851 ‚17354 .25479 .11367 
AGSEC .58180 — 66993 .33218 ‚27298 ‚06118, .32783 
ЕХРОВТІ 14490 .25057 .27401 —.44714 —.40396 —.21583 
EXPORT2 .67356 —.24167 .31235 19114 —.18493 —.41792 
EXPORT4 -19721 —.22063 —.26943 .12212 26166 — 26464 
EXPORT6 44322 — .00375 —.09753 .76185 — .08608 —.41328 
TOTTR2 —.38305 —.19641 .16900 .13527 —.12939 .91950 
TOTTRS —.06748 .35371 -—.25224 .63948 — .08820 — .22954 
TOTTR6 —.40387 .24153 —.64160 —.24475 29130 .07630 
ENGLISH —.77968 35789 — .02730 ‚36794 —.31581 —.32416 
GERM .07383 —.21313 —.49613 —.24463 —.82295 0.01277 
Centroids of Groups in Reduced Space 
Func. 1 Func. 2 Func. 3 Func. 4 Func. 5 Func. 6 
Group 1 -74584 .84687 .40572 —.06867 —.07152 ‚41290 
Group2 — 3.20260 —.69315 .51180 .45512 —.18182 .25944 
Group3 — 20234 —.17771 — 1.24025 —.23496 77264 -09474 
Group 4 —.43695 .02123 .53887 ~ 1.22565 —:25167 . — .62538 
Group 5 22810 .80079 — .27398 1.16953 = .08310 — .89321 
Group 6 2.40021 — 3.42810 1.59997 .31260 .92131 — .38827 
Group 7 1.45102 —1.56073 — 2.66827 —.17208 — 2,56927 .22025 


* See Table 8 for variable names. 


ceptual basis. Our a priori reasoning had 
led us to believe that the cultural and 
economic variables might be associated 
with disclosure practices, while the trad- 
ing variables might be more important 
for measurement practices. This, how- 
ever, does not seem to be the case. 

With respect to the classification of 
countries into similar disclosure groups, 
the discriminanx functions classified all 
but one of the 36 countries correctly. 
Thus, the analysis was very successful by 


the first, weaker test. The exception was 
Japan, which was actually in Group III 
but was classified in Group V. The classi- 
fication results are given in Table 11. The 
predictive results with respect to the six 
hold-out countries was poor. Only one 
out of the six, Greece, was classified 
correctly, reflecting the lack of any 
clear-cut systematic basis for differenti- 
ating between the disclosure groups. 
Nigeria (Group П) and Denmark (Group 
VI) were both predicted to belong to 
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TABLE 11 
PREDICTION RESULTS—DISCLOSURE PRACTICES 
(Countries Used to Construct Discriminant Functions) 
Predicted Group Membership 
Actual No. of 
Group Cases Group 1 Group 2 Group 3 Group 4 Group 5 Group 6 Group 7 
Group 1 10 10 0 0 0 0 0 0 
100.0% 0% 05 0% 0% 0% * 0% 
Group 2 8 0 8 0 0 0 0 0 
0% 100.0% 0% ` 0% 0% 0% 02; - 
Group 3 7 0 0 6 0 1 0 0 
0% 0% 85.7% 0% 14.3% 0% 0% 
Group 4 5 0 р 0 0 5 0 0 0 
0% 0% 0% 100.0% 0%: 0% 0% 
Group 5 4 0 0 0 0 4 0 0 
0% 0% 0% 0% 100.0% 0% 0% 
Group6 1 0 0 0 0 0 1 0 
: 0% 0% 0% 0% 0% 100.0% 0% 
Group 7 1 0 0 0 0 0 0 1 
0% 0% 0% 0% 0% 0% 100.0% 


Percentage of "grouped" cases correctly classified: 97.22%. 


Group I; Iran (Group V) and Zaire 
(Group I) were predicted to belong to 
Group II and Norway (Group VIT) was 
predicted as a Group III country. Thus, 
the analysis was quite unsuccessful as 
judged by this second, stronger, test. 


III. LIMITATIONS 


The analyses described above suffer 
from several limitations; the purpose of 
this section is to describe the more promi- 
nent of these shortcomings and the steps 
taken to deal with them. These limitations 
should be kept in mind when drawing 
conclusions from this study. 

First, the primary data source for this 
study)—the Price Waterhouse & Co. Sur- 
vey—may be a source of potential 
error. In its favor, it should be pointed 
out that uniform procedures are used 


worldwide in collecting, compiling, edit- 
ing, and checking the consistency of the 
data. Also, the firm tries not to bias the 
survey in favor of the accounting prac- 
tices of their own clients but tries to 
develop an overall consensus about the 
accounting practices used in presenting 
financial statements to shareholders in a 
given country.? This process entails the 
use of considerable judgment when there 
is diversity of practice within a country. 
A similar situation arises when there are 
not many published financial statements 
in a given country. The last two consider- 
ations have an impact on the validity of 
the data. Another point to be noted is that 


? Details on the procedures used to collect, process, 
and check the consistency of the survey data were ob- 
tained from Alan D. Stickler of Price Waterhouse & Co., 
Toronto. 
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the companies whose practices are sur- 


veyed may not be comparable across 
countries. For example, the companies 
whose practices are reported on in the 
the survey may not all meet the same 
criteria such as being listed on a stock 
exchange, or even being publicly held. 
While these drawbacks of our data source 
are all quite important, there was no 
feasible way to make alterations to the 
published data. 

А second possible source of error is the 
transformation of the original categorical 
data into percentages which represent the 
mid-points of intervals, as described 
above in Section II. To assess the possible 
error from this source, each factor analy- 
sis for 1975 was replicated by SSA using 
counts of category codes in common 
between all possible pairs of countries as 
input. The reason for this replication is 
that while factor analysis requires that 
the data be measured on an interval 
scale, SSA is satisfied with nominally 
scaled data, a weaker level of measure- 
ment. SSA is, therefore, useful in vali- 
dating the results of factor analysis when, 
as was done in this study, data which are 
measured on a scale intermediate be- 
tween a nominal and interval scale is 
input into factor analysis. In this analysis, 
six dimensions were recovered from the 
original data. Both the disclosure and the 
measurement analysis yielded a Kruskal 
stress coefficient value of 0.07. This value 
is usually interpreted as indicating goad- 
ness of fit to the data, much like the R- 
square statistic in regression analysis. 


This coefficient can take on values from - 


0.0 to 1.0 with lower values indicating 
' better fits. A value of .05 is usually con- 
sidered to indicate a good fit. 

As pointed out earlier, SSA yields co- 
ordinates and dimensions which can be 
used to prepare graphic plots of the 
original variables (i.e., countries) with 
respect to these dimensions. The degree 
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of similarity between the original vari- 
ables is revealed by their distances from 
each other. The results of the analysis are 
displayed in Figures 1 and 2. For ease in 
presentation, each country is plotted 
using only its scores on the first two of the 
six dimensions. Countries are numbered 
with the same numerical code used in 
Table 4, and each group of countries 
identified in the factor analysis is identi- 
fied by a Roman numeral. The robustness 
of the groupings yielded by the factor 
analysis on the 1975 survey data confirms 
a similar finding by Frank [1979] with 
respect to the 1973 survey data. The im- 
plication of this finding is that measure- 
ment error in coding the data is not a 
limitation of this analysis. 

A third possible source of concern is 
the lack of predictive power of the dis- 
criminant functions, especially those 
fitted to the disclosure groupings. Several 
possibilities exist which could account for 
the weak predictive performance of this 
set of discriminant functions, other than 
an inherent lack of distinctiveness of the 
disclosure groups. The (assumed correct) 
original assignment of the misclassified 
countries to common disclosure prac- 
tices groups could have been in error. We 
discount this possibility since all of the 
countries in the hold-out samples had 


relatively high loadings on only a single 


factor. À partial explanation might relate 
to the removal of Denmark and Norway 
from the set of 42 countries used to form 
the seven disclosure groups. This transfer 
reduced the Scandinavian group (Group 
VD to a single country, Sweden. The two 
single-country groups (Groups VI and 
VII) accordingly show an unrealistic 
degree of homogeneity, and might ac- 
count for the misclassification of Den- 
mark and Norway. Another explanation 
is the *overfitting" of the discriminant 
function to the sample data occurred. 
The relatively large number of groups 
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(seven), small number of countries per 
group (from one to ten), and large num- 
ber of variables in the discriminant func- 
tion (13) may have combined to vield an 
excellent fit to the sample of 36 countries 
from which the six discriminant func- 
tions were constructed, but poor predic- 
tive power to new countries not in the 
original sample of 36. A final possible 
explanation is that the number of coun- 
tries (six) on which the prediction tests 
were made is too small to be representa- 
tive. Some of these possibilities were 
pursued further and the discriminant 
analysis was rerun with (a) changes in the 
F-level for inclusion of variables in the 
analysis, (b) an increase in the number of 
countries in the hold-out sample to a 
randomly selected set of 14, and use of 
the remaining 28 to construct the dis- 
criminant functions, and (c) a reduction 
in the number of variables in the analysis 
to two economic structure variables (per 
capita income and change in the foreign 
exchange rate), the six total trade vari- 
ables, and three language variables (En- 
glish, French, and German). None of 
these changes had the effect of improving 
the predictive power of the discriminant 


functions or changing their form in апу. 


significant way. 

The fourth limitation to be kept in 
mind is the possibility of omitted vari- 
ables in the discriminant analysis. As 
pointed out by Benston [1975] and Zeff 
[1972], a variety of factors can have an 
impact on the similarities and differences 
between the accounting principles of 
countries. Many of them are factors 
which are difficult to quantify (and hence 
were excluded from the analysis). These 
omitted factors include the prospect of 
governmental intervention in the estab- 
lishment of accounting standards, the 
professional and regulatory environ- 
ment, the existence of a sophisticated and 
demanding financial press, the prevalence 
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of widespread stock ownership, and the 
vulnerability of accountants to lawsuits. 
Also, in Third World countries the pres- 
ence of U.S.- or U.K.-based multi- 
national firms may bea powerful homog- 
enizing influence. 


IV. SUMMARY AND CONCLUSIONS 


This study attempted to determine 
whether the classification of countries 
suggested by various authors applies 
equally well to the measurement and 
disclosure subsets of accounting prac- 
tices. Observations on both the disclosure 
and measurement practices in 1973 for a 
sample of 38 countries were factor- 
analyzed, and the resulting factor struc- 
tures for disclosure and measurement 
were compared. The environmental vari- 
ables most closely associated with each 
set of groupings were determined by dis- 
criminant analysis. The analyses were 
then replicated for the same two subsets 
of practices using 1975 data on the mea- 
surement and disclosure practices for 46 
countries. It was found that the number 
of groupings, the character and composi- 
tion of each group, and even the underly- 
ing environmental variables most closely 
associated with the practices were quite 
different between the two subsets of 
accounting practices. 

. The major implication of these findings 
is that the groupings of countries and the 
classification schemes offered by authors 
such as Seidler [1967] and Frank [1979] 
may have only limited validity. The clear- 
cut distinctions that they propose are 
found to apply primarily to the measure- 
ment subset of practices. The disclosure 
practices do not seem to conform to any 
such conceptual classification schemes. 
They present a picture of greater diversity 
where the boundary lines between differ- 
ent groups become blurred and indistinct, 
A less direct implication is that greater 
care needs to be exercised in cross- 
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country comparisons. Since the affiliation 
of a given country with.others is.depen- 
dent upon the set of accounting practices 
selected, the validity of cross-country 
comparisons depends upon the.nature of 
the practice on which.the comparison is 
made. For example, the financial state- 
ments. of Belgian and Swiss firms are 


much more comparable on the measure- : 


ment subset than on the disclosure subset. 

Both the earlier Frank [1979] research 
and this study have established a clear 
association between economic and cul- 


tural variables and accounting groupings. ` 


The next step in this line of research 
would be to establish empirically a direc- 
tion of causation with a longitudinal 


study of a sample of countries over а. 
sufficiently long period of time. The. 


objective would be to see whether, as 
economic structure and trade and'cul- 
tural affiliations change over time, they 
are accompanied by a change in account- 
ing affiliations. Another direction that 
research could take is that of using the 
methodology presented in the first part 
of the study, factor analysis, as a tool for 
evaluating the success of harmonization 
measures. А decreasing number of groups 


overtime would be an indicator of success - 


in reducing the diversity of accounting 
practices. This kind -of research could 
further help policy makers by isolating 


the specific practices which cause the · 


most difference between groups of coun- 
tries. For instance, the differences be- 
tween groups may be caused by differ- 
ences in a small set of practices such as 
those dealing with inflation. The atten- 


tion of policy makers attempting ‘to ` 
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harmonize accounting practices: could 
then be directed toward these practices. 
Since this research was largely aimed : 


at empirically assessing the validity of 


international classifications proposed re- 
peatedly in. the accounting literature 
rather than researching specific issues of 
policy alternatives, it is difficult to make 
definite policy prescriptions. This task is 
complicated further by the fact that the 


‘basic thrust of our empirical results is 


that the situation is more complex than 
has generally been assumed by accoun- 
tants and may not be amenable to easy 
manipulations. by policy makers. The 
findings do suggest that policy-making 
bodies concerned with the harmonization 
of international accounting standards 
should concern themselves with reducing 


` diversity in disclosure practices, since it 


itis with respect to them that the greatest 


"dispersion exists. Our findings, however, 


tend to confirm the conclusions drawn by 
Frank [1979] that underlying environ- 
mental variables are closely associated 
with the groupings obtained from ac- 
counting. practices. The implications of 
this are that reaching the goal of harmo- 
nization may be difficult because, given: 
the above association, countries may be 
reluctant to make a change in accounting 
practices so long-as the underlying en- 
vironmental variables are significantly 
different. If-this is the case, then the 
issuance of authoritative standards by 
policy-making bodies may be a. less 
effective force for harmonization of ac- 
counting practices than is the growing 
commonality of world-wide economic | 
interests. 
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Perceptions of Auditor Independence 
and Official Ethical Guidelines 
Michael Firth 


ABSTRACT: The paper examines the role and importance of auditor independence as 
perceived by various interested parties in the United Kingdom. A questionnaire postulating 
29 auditor-client relationships was sent to a sample of both the preparers of and the users 
of financial statements. They were asked whether they thought auditor independence 
might be impaired for each relationship and what impact they thought thís might have on 
investment and lending decisions. The results showed that non-independence was per- 
ceived by the respondents to impair investment and lending decisions. It was also found 
that there were significant differences in the perceptions of auditor independence, and 
the importance thereof, between the responses of the preparers of financial statements 
and the responses of the users of financial statements. The results showed that while the 
views of accountants working in professional practices agreed quite closely with the 
ethical guidelines on auditor independence published by the British Institutes of Chartered 
Accountants, the users of financial statements were much more skeptical of auditor 


"independence. 


garded as being one of the fundamen- 

tal principles underlying the auditor's 
work, It is held that if an auditor is not 
truly independent then his opinion on a 
company's financial statements will be of 
no value. This, in turn, will mean that 
users will have less confidence in financial 
statements and that there will be greater 
uncertainty in the capital markets.! This 
principle of auditor independence has 
been held to be a major factor in the rise 
of the auditing profession [Meigs et al., 
1977; AISG, 1976]. 


] 9:6 is traditionally re- 


The purpose of the paper is to examine . 


the role and importance of auditor inde- 
pendence as perceived by various inter- 
ested parties in the U.K. First, the setting 
of auditor. independence rules by the 
professional accounting bodies is briefly 
reviewed. Second, differences in percep- 
tions of auditor independence according 
to job roles are hypothesized. Third, the 
results of a questionnaire study investi- 
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gating perceptions of auditor indepen- 
dence are presented. The questionnaire 
postulated 29 auditor-client relation- 
ships,? and major groups of interested 
parties were asked whether these relation- 


- ships were likely to impair or improve 


investment and lending decisions; the 
respondents were asked to assume the 
role of an investor or lender in making 
their decisions. 


! Research findings in the U.K. and the U.S.A. have 
suggested that investors and lenders attach importance 
to auditors' reports in their decision making [Firth, 1978, 
1979, 1980; Estes and Reimer, 1977]. If the auditors 
were not independent, however, this could reduce the 
importance of their report. 

? See Appendix А. 
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The research design examines sub- 
jects’ perceptions of auditor indepen- 
dence, and thus the usual caveats exist in 
interpreting the results. In particular, 
perceptions are not necessarily trans- 
ferred into action when subjects are 
faced with real-life decision making. 
Additionally, the responses reflect the 
subject’s stated "perceptions," and these 
could differ from their true views (e.g., 
accountants in professional practice may 
state that certain relationships do not 
impair independence, even if they think 
the opposite, as otherwise guidelines may 
be imposed which greatly restrict their 
income and their activities). However, as 
there is no empirical body of data relating 
to auditor independence and its impact 
on investment and lending decisions, the 
questionnaire approach does give us 
some insight into ascertaining subjects’ 
views on the topic. 


PROFESSIONAL ACCOUNTING BODIES AND 
ETHICAL GUIDELINES 


The professional accounting bodies 
have a strong vested interest in auditor 
independence and the appearance of 
independence. If outside parties start to 
doubt the independence of auditors, then 
a number of possibilities could arise, all 
of which may be deemed to be against the 
self interests of the professional bodies 
and against the self interests of the indi- 
vidual accounting firms, e.g., (1) audits 
may be perceived to be valueless and 
hence audit work and audit fees would 
disappear, and (2) the Government may 
involve itself more with auditing matters 
and could move towards a state-con- 
trolled audit board.? Another possibility 
is that other bodies, such as the Stock Ex- 
change, or large-scale institutional inves- 
tors, may become more involved in 
auditing matters. This outside involve- 
ment could result in lower earnings for 
auditors and would certainly lessen the 
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powers of the professional accounting 
bodies and their members. 

In order to allay outside parties’ fears 
of lack of auditor independence, the pro- 
fessional accounting bodies* have laid 
down ethical rules relating to indepen- 
dence, which they hope will secure confi- 
dence in the profession. For example, the 
AICPA [1972] has specified various 
guidelines relating to the conduct of 
auditors in the U.S.A., and the Institute 
of Chartered Accountants in England 
and Wales [ICAEW, 1975, 1977] and the 
Institute of Chartered Accountants of 
Scotland [ICAS, 1975, 1978] have pro- 
duced similar rules in the U.K. These 
guidelines may, to some extent, restrict 
the fee-earning capacity of the auditor, 
and thus the professional accounting 
bodies have had to formulate their rules 
using some form of subjective cost-benefit 
trade-off. 

The British Institutes delineated four 
areas in which the auditors’ independence 
might be, or might be seen by the public 
to be, in doubt [ICAEW, 1977; ICAS, 
1978]: fees; personal relationships; fi- 
nancial involvement with, or in the affairs 
of, clients; and conflicts of interest. The 
Institutes then gave specific examples 
under each of the four headings where 
they thought that independence may be 
impaired (these specific examples form 
the basis of the questionnaire which is 
used in the research design). However, in - 
spite of the rules [ICAEW, 1975; ICAS, 


3 The British Government has expressed a willingness 
to get involved in accounting matters if the profession 
cannot “put its own house in order,” e.g., the Govern- 
ment’s stance on inflation accounting (see Sharp [1979]). 

*'The securities industries are also concerned with 
auditor independence, as the lack of such may result in 
greater uncertainty in the minds of investors and bank- 
ers. Thus the Securities and Exchange Commission in the 
U.S.A. has also produced guidelines relating to auditor 
independence [1972]. In the U.K., the Stock Exchange 
has no rules of its own relating to auditor independence, 
but instead it supports the guidelines of the professional 
accounting Institutes. 
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1975] and their proposed extensions 


[ICAEW, 1977; ICAS 1978], various - 


commentators in the U.K. [e.g., Atkins 
and Atkins, 1977; Davison, 1977; Stamp, 
1977] are still concerned about the inde- 
pendence or the appearance of indepen- 
dence of the auditors. Some authorities 
are so skeptical about the present ethical 
rules relating to auditor independence 
that they have advocated sweeping re- 
forms of the accounting profession [e.g., 
Atkins and Atkins, 1977], including the 
setting up of a state-controlled auditing 
board where the auditors are paid by the 
Government and not the companies 
[Lyall and Perks, 1976]. 

In general, the ethical guidelines of the 
British Institutes are similar to those of 
the AICPA in the U.S.A. In only four of 
the 29 situations shown in Appendix A 
(situations 3, 12, 13° and 19), do the 
British Institutes disagree with the 
AICPA rulings; in each of these cases, the 
British Institutes’ view is that the relation- 
ship does not impair independence. As 
might be expected, the British Institutes 
agreed more with their American coun- 
terparts, the AICPA, than with the SEC. 


Perceptions of Different Interested Parties 


The specific detailed independence 
guidelines were formulated by the Ethics 
Committees of the Institutes. These com- 
mittees, in common with other commit- 
tees of the Institutes, draw most of their 
members from the large accounting prac- 
tices, and hence the views and self inter- 
ests of the larger accounting firms may 
come to the fore in developing the guide- 
lines. Unfortunately, little information is 
given on how the Ethics. Committees 
reached the specific rules. It would ap- 
pear, however, that the rules reflect the 
committees’ subjective views of the per- 
ceptions of auditor independence by out- 
side parties (e.g., investors, bankers, 
creditors).” Given that it is the users of fi- 
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nancial statements who need to be reas- 
sured about auditor independence, there 
seems to be a need for some objective evi- 
dence relating to their perceptions. In 
order to obtain such evidence, the ques- 
tionnaire survey canvassed the opinions 
of individuals from five different job 
types, some being users of financial state- 
ments, others being preparers of financial 
statements. The job types were chartered 
accountants working for a Big Eight 
practice, chartered accountants working 
for other practices, chartered accountants 
working in industry and commerce, finan- 
cial analysts, and bank loan officers. The 
specific self interests of these groups may 
lead to different stated perceptions of 
independence,? and these are briefly 
reviewed below: 


(a) Chartered Accountants in Profes- 
sional Practice. The independence guide- 
lines may act to restrict the fee-earning 
capacity and work capacity of auditors 


5 There has been similar concern in the U.S.A. about 
auditor independence. Two recent reports emanating 
from the U.S. Congress have questioned the indepen- 
dence of auditors and have recommended changes in the 
ethical guidelines of the AICPA [U.S. Senate, Metcalf 


‘Staff Report, 1976; U.S. House of Representatives, 


Moss Report, 1976]. 

6 The British Institutes’ views on situations 12 and 13 
were subjectively arrived at by the author from his 
general reading of the official guidelines. 

7The committees did not undertake any objective 
survey of the views of users of financial statements. 
Additionally, no information was given as to whether the 
ethical guidelines are supposed to convince all users of 
auditor independence or whether they are to convince 
just a majority of users, 

8 Such differences as there are may be due to the influ- 
ence of the job and/or to some other factors. For exam- 
ple, individuals with specific prior views on indepen- 
dence may tend to be attracted to, or be recruited by, 
particular job types, and thus job type may be a surrogate 
for some other variable which may be explaining the 
differences in perceptions. While it is impossible to 
assess all factors, it is thought that the influence of job 
type may have some bearing on perceptions of auditor 
independence. The evidence from American studies on 
differences in perceptions between users and preparers 
of financial statements has been conflicting; Lavin [1976] 
found few differences, while Imhoff’s study [1978] found 
a substantial difference. 
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(e.g., see items 1, 2, 7, 9, 24, 27 in Appen- 
dix А), and hence the auditors have a 
vested interest in limiting the restrictions 
imposed by the guidelines. I, therefore, 
hypothesize that accountants working in 
professional practice will have less re- 
strictive views of independence, even 
though viewing the relationships from 
the point of view of being an investor. 
Although professional auditors in gen- 
eral may have an interest in minimizing 
the restrictions imposed by the inde- 
pendence guidelines, there may be differ- 
ences in importance placed on the indi- 
vidual rulings. For example, some of the 
rules (e.g., items 1, 2, 15, 24, 25 in Appen- 
dix A) may restrict the activities of small- 
and medium-size firms of auditors more 
than large firms. Some evidence relating 
to these differences has already surfaced 
(witness letters and correspondence in the 
professional accounting press, e.g., Ас- 
countancy, The Accountant, Accountancy 
Age, Accountants Weekly) with the 
smaller firms accusing the larger firms, 
who have the most influence in setting 
the guidelines in the first place, of making 
the activities of the small firms the scape- 
goats for independence. Thus while 
professional accountants as a body may 
want to minimize the restrictions imposed 
by the independence guidelines, I hy- 
pothesize that there may be differences in 
their views on the detailed rulirigs, these 
being dictated by the differing impacts of 
the rulings on their self interests. Similar 
problems have.been voiced by medium- 
and small-size accounting firms in the 
U.S.A., where, again, the Big 8 firms 
dominate in the setting of standards and 
rules and regulations [U.S. Senate, Met- 
calf Committee Report, 1977]. 
(b) Chartered Accountants Working in 
‘Industry and Commerce. It is very diffi- 
cult to hypothesize the independence 
perceptions of this group. Chartered 
accountants working in industry will have 
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‘trained with professional accounting 


firms, and this may influence their per- 
ceptions towards those of accountants in 
practice. Additionally, accountants in 
industry have an interest in minimizing 
audit fees and in having a good relation- 
ship with their auditors, and this may 
influence them to accept auditor-client 
relationships which other people may 
regard as impairing independence. 

(c) Financial Analysts and Loan Offi- 
cers. These two groups are thought likely 
to put a high premium on auditor inde- . 
pendence; if auditors are not indepen- 
dent, then little reliance may be placed on 
financial statements [Firth, 1980]. Exist- 
ing investors and lenders also have an 
interest in audit fees being kept to a mini- 
mum, but it is hypothesized that auditor 
independence is an overriding feature 
they require from an audit. 


“Benefits” from Auditor-Client Relation- 
ships 

The traditional view of auditor inde- 
pendence is that lack of independence 
will reduce the importance placed on 
audit reports and that investment and 
loan decisions wil be impaired (i.e., 
investors and bankers wil be more 
reluctant to invest in, or lend to, the 
company concerned) However, there 
are possible benefits accruing to the value 
of an audit report for investment and 
loan decision purposes when the auditor 
has some form of relationship with a 
client company. Among the possible 
benefits are that the audit may be com- 


? Recently, there has been a relatively large number of 
companies changing their auditors, and the bigger firms 
have been gaining at the expense of the smaller and 
medium size firms (this again has resulted in a good deal 
of comment within the profession). Some of the ethical 
guidelines (e.g., situations 1, 2, 15, 24, 25 in Appendix А) 
may help this trend to continue; thus they not only 
improve the appearance of independence, but they may 
also help larger firms gain clients at the wae of smaller 


firms of accountants. 
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pleted more speedily and audit fees could 
be reduced, and that the audit may be 
carried out with increased expertise. 
These benefits could occur when, say, the 
auditor has a close relative serving as а 
director of the client company, or when, 
say, the auditing firm has also helped 
prepare the client company's financial 
statements. Benefits could also accrue if 
the auditor has a financial interest in a 
client company, as they may be influenced 
to give advice, and other services, to the 
client company free of charge. If the 
auditor owns shares in the client com- 
pany, then this may be an indication to 
investors and lenders that the company 
has good prospects (the auditor has ac- 
cess to "inside information,” and if they 
hold shares in the client this may signal 
confidence in ће company to outside 
parties. Thus, the holding of shares in a 
client company enhances the "informa- 
tion" content of an audit). 

It should be noted that the above bene- 
fits have received little, if any, considera- 
tion in the auditing literature—the text- 
books only stress the negative aspects of 
the lack of independence. The trade-off 
between the costs and benefits of various 
types of auditor-client relationship is a 
personal choice for each individual inves- 
tor and lender. The current research, 
however, presents some evidence relating 
to various interested parties’ perceived 
opinions on these trade-offs. 


Prior Research 


There have been a number of other 
studies which have examined various as- 
pects of auditor independence. For exam- 
ple, Lavin [1976, 1977] and Lavin and 
Libby [1977] postulated a total of 12 
auditor-client relationships (some of 
which have been included in the question- 
naire used in the current study) and asked 
a sample of accountants, financial an- 
alysts, and bank lending officers whether 
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they thought any of the relationships 
would impair independence and, if so, 
whether investment and lending decisions 
would be affected. The results from these 
studies showed that many of the relation- 
ships were perceived to impair inde- 
pendence and that when independence is 
deemed to be impaired, bankers and 
financial analysts view the borrowing 
potential and investment potential of the 
company to be reduced. Accountants, 
bankers, and financial analysts were 
found to have similar views on percep- 
tions of auditor independence, and these 
agree more with the AICPA than with the 
SEC. (However, a later American study 
by Imhoff [1978] examining perceptions 
of auditor independence for situations 
where the auditor later went to work for 
the client, found that there were differ- 
ences between CPAs in practice and users 
of financial statements. The users of 
financial statements were found to be 
more skeptical of auditor independence 
in this situation.) 

Another approach, used by Firth 
[1980], was to present a set of financial 
statements to a large sample of bankers in 
the U.K. and ask them to make lending 
decisions. The financial statements were 
accompanied by various types of auditor- 
client relationship, and an examination 
was made to see if specific relationships 
significantly affected the lending de- 
cision. The results showed that most of 
the relationships resulted in the bankers 
giving a significantly lower-loan decision 
response than the loan they were willing 
to grant when there was an independent 
auditor-client relationship. 


. METHOD 
Sample 
A mailed questionnaire, postulating 29 
auditor-client relationships (see Appen- 
dix А) was sent to a total of 750 people. 
These consisted of: 
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1. A random sample of chartered ac- 
countants. These were then divided 
into three groups representing those 
who worked for a large-size firm of 
accountants (this was arbitrarily 
set as being the Big Eight firms: 
Arthur Young McClelland Moores 
& Co.; Coopers & Lybrand; De- 

' loitte Haskins & Sells; Peat, Mar- 
wick, Mitchell & Co.; Price Water- 
house & Co.; Thomson McLintock 
& Co.; Touche Ross & Co.; and 
Whinney Murray & Co.), those 
working in other professional prac- 
tices, and those employed in com- 
merce and industry. 

2. All major stockbrokers and invest- 
ment managers (unit trusts, insur- 
ance companies, merchant banks) 
in the City of London. The 
questionnaire was addressed to the 
head financial analyst of the invest- 
ment research department. 

3. The loan officers of major banks 
and financial institutions. 


The breakdown of the sample and the 
response rate are shown in Table 1. The 
research is, of course, subject to non- 
response bias, and in order to examine 
for this a test suggested by Oppenheim 
[1966] was employed. The test involved 
examining the responses of the subjects 
who replied early and those who replied 
late. The independent-not independent 
responses and the importance scores (to 


be discussed later) for the late repliers | 


were not significantly different) (p> .10) 
from those who replied early, and this 
Suggests that there may be little non- 
response bias. 

Certain information relating to the 
characteristics of the sample were col- 
lected in order to see if there were com- 
mon factors which might help explain 
differences in perceptions of auditor inde- 
pendence between subjects (job type has 
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already been discussed as one possible 
factor). The information collected was: 


(a) Location of Job. The location 
responses were classified as Lon- 
don or Other. The percentage of 
each group whose job location was 
London is shown in row 4 of 
Table 1. | 

(b) Age. The age responses were 

| grouped in 10-year bands, Że., 

- 20-29, 30—39, 40-49, 50—59, 60—69. 

The average age for each group is 
shown in row 5 of Table 1. 

(c) Whether any time has been spent in 
a professional accounting firm, or 
whether any time has been spent as 
an accountant in industry and com- 
merce. This variable was collected 
from subjects in groups 4 and 5. 
The reason for collecting this in- 
formation is that the responses of 
individuals in groups 4 and 5, who 
have previously worked as ассоџп- · 
tants, may be more closely associ- 
ated with the perceptions of groups 
1, 2, and 3, than with other finan- 
cial analysts and bank lending 
officers. The percentages of sub- 
jects in groups 4 and 5 who had 
worked previously as accountants 
in practice (industry) are: group 4 
21 percent (six percent); group 5 
four percent (four percent). 

(d) Prior experience of auditor-client 
relationships and biased audit re- 
ports. The subjects were asked the 
question, "Have you any experi- 
ence of, or strongly suspected, 
that an auditor had such a relation- 
ship with his client that he gave a 
biased report?" The percentages 
of respondents, in each group, who 
responded positively are given in 
row 6 of Table 1. The figures indi- 
cate that very few respondents 
claim to have actual knowledge of 
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TABLE 1 


BREAKDOWN OF SAMPLE AND CHARACTERISTICS OF RESPONDENTS 





Chartered Accountants 








In Practice 
In Practice Other 
Big 8 Firms 


Breakdown of Sample 

1. Sample 

2. Respondents 

3. Percentage 
Response 

Characteristics of 
Respondents 

4. Percentage of 

respondents whose 

job location was 

London 

Average Age 

Percentage of 

respondents who 

had prior 

experience of 

biased audit 

reports 


оо 





lack of auditor independence which 
has resulted in a lack of objectivity. 


The first three characteristics were used 
in analyzing the perceptions of auditor 
independence and the importance there- 
of. Apart from Groups 4 and 5, all sub- 
jects had a professional qualification. In 
group 4, the percentage of respondents 
who had a degree and/or professional 
qualification was 89 percent; the equiva- 
lent percentage for group 5 was 93 per- 
cent. 


Questionnaire 


The questionnaire postulated a total 
of 29 auditor-client relationships upon 
which the respondents were asked to give 
their views regarding independence. The 
specific relationships were chosen so as 
to: 
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| Industry 
and Financial Loan 
Commerce Analysts Officers Total 
750 
389 
52 
46%, 
35 


1. cover the examples contained in the 
ethical guidelines issued by the 
British accounting bodies [ICAEW, 
1977; ICAS, 1978], and 

2. cover a selection of the examples 
contained in the Accounting Series 
Release No. 126 [SEC, 1972] re- 
lating to auditor independence eth- 
ics in the U.S.A. This selection was 
that used by Lavin [1976, 1977] and 
Lavin and Libby [1977] in their 
research in the U.S.A. These ex- 
amples also cover the situations 
contained in the British ethical 
guidelines. Specifically, situations 
3, 7, 8, 18, 19, 20, 23, 24, 25, 26, 28, 
and 29 came from the Accounting 
Series Release No. 126. 


Appendix A itemizes the 29 auditor- 
client relationships and Appendix B sets 
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out the official position of the British 
accounting profession to each situation. 

The questionnaire asked participants 
to give their opinions on three questions: 


(a) The respondents were asked 
| whether they thought each individ- 
ual auditor-client relationship was 
likely to impair the auditor's inde- 
pendence. The respondents were 
asked to reply "Independent" or 
*Not Independent." The results 
were then examined to see if there 
was any consensus and how strong 
it was. A consensus was defined as 
a statistically significant majority 
of opinion, and was measured by 
using the binomial test [Siegel, 
1956], where the null hypothesis 
(Hj) is that there is no consensus 
(i.e., where the answers for a spe- 
cific relationship are equally di- 
vided between independent and not 
independent). The results for the 
various sample sub-groups were 
then compared against each other 
and against the guidelines of the 
professional accounting bodies. 

(b) The respondents were asked to 
give a score (on a scale 1.00 (unim- 
portant) to 9.00 (very important)) 
which reflects the importance they 
attached to an independent audit 
report (the respondents could 
choose any point on the scale). 
They were asked to assume the role 
of an investor (or lender in the case 
of bank loan officers!?) in making 
this evaluation. 

(c) The respondents were asked to 
give a score reflecting whether they 
thought each individual auditor- 
client relationship would improve 
or impair an investment decision 
(or loan decision in the case of loan 
officers). They were asked to give a 
Score on a 1.00 to 9.00 scale, where 
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1.00 indicated the investment de- 
cision was greatly impaired, 5.00 
indicated the decision was. un- 
affected, and 9.00 indicated the 
decision was greatly improved. 


It should be recognized that the re- 
sponses to the questionnaire will be sub- 
jectively based. There is no body of data 
relating to the existence of various audi- 
tor-client relationships in the past,!! and 
hence there is no objective evidence 
relating to auditor independence and its 
association with successful-unsuccessful : 
investment and lending decisions. 


RESULTS 
Impairment of Auditor Independence 


Table 2 summarizes the responses to 
the 29 auditor-client relationships.!? The 
results show, for each group, the number 
of times a consensus-independent (at the 
p «..05 level of significance) response was 
obtained, the number of times a con- 
sensus-not-independent response was ob- 
tained, and the number of times there 
was no consensus. Thus, for group 1, 17 
of the situations had a statistically signifi- 
cant majority of independent responses, 
nine situations had a statistically signifi- 
cant majority of not independent re- 
sponses, and three situations had no 
consensus. 


1? This point needs to be borne in mind when com- 
paring the results between the different groups of re- 
spondents. 

11 One exception is a survey published by the ICAS 
[1977], which revealed that chartered accountants in 
practice, including partners in major.auditing firms, 
personally held shares in client companies. The survey 
also showed that many accountants held shares in client 
companies as trustees. 

A large proportion of the recent U.K. Department of 
Trade investigations into company frauds and company 
bankruptcies have criticized auditing firms regarding 
standards and firmness in dealing with strong personali- 


ties within client companies (see Davison. [1977]. Some  - 


of the investigations have concluded that the auditors 
had not exercised independence in their work. ` 

1? Responses for individual relationships are shown in 
Appendix B. 
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TABLE 2 
SUMMARY OF CONSENSUS RESPONSES 
CAs 
CAs CAs Industry Financial Loan 
Big 8 Other & Commerce Analysts Officers ICAEW ICAS 
(Group 1) (Group 2) (Group 3) (Group 4) (Group 5) . 
Independent 17 17 10 9 9 19 20 
Not Independent 9 5 П 14 14 10 9 
No statistically 
significant 
consensus 3 7 8 6 6 
Total . 29 29 29 29 29 . 29 29 
TABLE 3 ; 
SIGNIFICANT DIFFERENCES IN "INDEPENDENT" RESPONSES BETWEEN PAIRS OF GROUPS* 
- CAs Industry Financial Loan 
. CAs Other & Commerce Analysts Officers 
(Group 2) (Group 3) (Group 4) (Group 5) 
CAs Big 8 (Group 1) 0-6 15-0 20-0 18-0 
CAs Other (Group 2) 18-0 23-0 21-0 
CAs Industry and Commerce (Group 3) 7-1 5-1 
Financial Analysts (Group 4) : 0-1 


* The number of occasions, out of 29, that there was a statistically significant difference between the pair of groups. 
The first figure gives the number of occasions that the independent responses of the row group was statistically greater 
than that of the column group; the second figure gives the number of occasions when the independent responses of the 


column group was greater than that of the row group. 


An inspection of the results contained 
in Table 2 and Appendix B suggests that 
there are differences between the groups 
regarding their perceptions of auditor 
independence. In order to analyze this, 
chi-square tests were used to see if the 
differences were statistically significant, 
and the results are summarized in Table 3. 
Table 3 shows the number of times, out 
of 29, that there was a statistically signifi- 
cant difference (p«.05) between each 
pair of groups. For example, in six 
cases there was a statistically significant 
difference in the responses between 
groups 1 and 2; further, in all of these 
cases group 2 had a higher proportion 


of respondents who perceived the audi- 
tor's independence not to be impaired. 
Comparison of groups 3 and 4 showed 
there to be eight cases where the propor- 
tion of independent responses was sig- 
nificantly different; in group 3, seven 
cases had the higher proportion of inde- 
pendent responses and in group 4, one 
case had the higher number. The table 
shows that group 2 had a significantly 
greater proportion of independent re- 
sponses than all the other groups; they 
were followed by group 1, group 3, and 
groups 4 and 5 (these two being very 
similar in responses). |. - 

The results from Tables 2 and 3 show 


/ 


Ni 
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that there are significant differences 
between the five groups of respondents. 
Accountants working in public practice 
(groups 1 and 2) gave more independent 
responses than did accountants working 
in industry and commerce, financial 
analysts, and loan officers. These results 
provide support for the hypotheses raised 
earlier about the reactions of the various 
groups to the independence questions. 
Specifically, financial analysts and loan 
officers were more skeptical of auditor 
independence than- were accountants 
working in public practice. Accountants 
working in industry and commerce were 
also more skeptical of auditor indepen- 
dence than were accountants in profes- 
sional practice. 

Table 2 and Appendix B show that the 
responses of accountants working in 
public practice were more in agreement 
with the official views of the ICAEW/ 
ICAS than were the views of the other 
groups. This finding was expected, as the 
rulemakers of the ICAEW/ICAS tend to 
come from professional accounting firms, 
and hence the general opinions of prac- 
ticing accountants becomes the official 
Institutes' views. A situation-by-situation 
analysis of the responses (see Appendix 
B) showed that there were some differ- 
ences between groups 1 and 2; in a num- 
ber of situations, group 2 failed to reach 
a consensus view when the ICAEW/ICAS 
view was that auditors’ independence 
could be impaired. This may be the result 
of the Ethics Committees of the Institutes 
being more influenced by the views of the 
larger firms and that the viewpoints of 
smaller firms received a lesser amount of 
consideration. 

Further chi-square analyses were made 
to see if there was any significant vari- 
ation within each of the five groups due 
to the location and age factors, and, for 
group 4, the accounting experience fac- 
tor. The results indicated that these 
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TABLE 4 
MEAN IMPORTANCE SCORES FOR AUDIT REPORTS 


Mean Importance Score 


Chartered Accountants: 


in practice, Big 8 firm 8.43 

in practice, Other firms 8.21 

in industry and commerce 8.14 
Financial Analysts 8.23 · 
Loan Officers 8.27 


factors had no significant (р> .10) impact 
within the job-type groups. 


Importance of Audit Reports 


The questionnaire asked subjects to 
give a score on the scale 1.00 to 9.00 
indicating the importance of an audit 
report in making investment or lending 
decisions. The mean scores for the differ- 
ent groups are shown in Table 4. The 
scores indicate that the respondents re- 
garded an audit report as being very 
important in investment and lending 
decisions. A one-way ANOVA was used 
to test for differences in responses be- 
tween groups. The F statistic was not 
significant (p>.10), and thus there was 
no evidence suggesting that different 
groups placed different importance levels 
on audit reports. 


Importance of Independence 


Besides giving opinions on. indepen- 
dence, the respondents were also asked to 
give a score, on a scale 1.00 to 9.00, for 
each situation, reflecting the importance 
it has for investment and lending deci- 
sions. Table 5 shows the importance 
scores, averaged across all 29 situa- 


` tions,!? for each group, for those who 


replied “independent,” for those who 
replied “not independent,” and for the 
average scores. In some instances, a few 
subjects who responded “пої indepen- 


13 Ymportance scores for the individual situations are 
available from the author. ` 
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TABLE 5 
SUMMARY OF IMPORTANCE SCORES 
CAs CAs CAs Industry Financial Loan 
Big 8 Other & Commerce Analysts Officers 
(Group І) (Group 2) (Group 3) (Group 4) (Group 5) 
1.I 5.12 5.14 5.03 5.07 5.03 
2. NI * . 4.08 4.12 3.71 3.61 3.55 
3. Average 4.68 4.75 4.27 4.11 4.09 
4. Number of situations where NI respondents 
gave at least oneimportance score of greater : 
than 5.00 13 12 11 11 8 
I subjects who responded "independent" 
NI =subjects who responded “пої independent” 
Average —average score for all respondents. 
TABLE 6 


SIGNIFICANCE OF FACTORS EXPLAINING DIFFERENCES IN IMPORTANCE SCORES 





‘Main Effect Main Effect Interactive Effect 
| ТМ Стоир Туре IJNI—Group Туре 
Number of times (cut of 29) when effect is 
significant* at p «.10 15 13 
Overall results Significant Significant Significant 
: atp«.01 at p «.05 at p<.10 


* Е statistic is statistically significant. 


dent” gave importance scores of greater 
than 5.00, and this indicates that although 
the respondents viewed a relationship as 
impairing independence, they thought 
that this actually improved the prospects 
of the investment. Table 5 records the 
number of situations where “пої inde- 
pendent” respondents gave at least one 
importance score of greater than 5.00 
(row 4). 

A two-way ANOVA [Winer, 1971] 
was used to test for the effect of the 
independent/not independent response, 
_and the group type, on the importance 
scores for individual situations and the 
total situations. The results for the two 
main effects and the one interactive effect 
are shown in Table 6. The results show 
that the independent/not independent 


response had a significant effect in ex- 
plaining differences in importance scores 
in all situations (this finding is consistent 
with results in the U.S.A.; see Lavin 
[1976] and Lavin and Libby [1977]). The 
group type also had a significant effect in 
15 situations and for the total 29 situa- 
tions. There was a significant interactive 
effect in 13 situations and for the total 
results. Closer inspection of the detailed 
results shows that the differences in im- 
portance scores between groups arose for 
the “not independent" responses. There 
were few significant differences in impor- 
tance scores for “independent” responses 
between groups. However, there were 
significant differences between groups 
relating to the importance of “пої inde- 
pendent" situations. Specifically, finan- 
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cial analysts and bank loan officers gave 
lower importance scores for “not inde- 
pendent" situations than did accountants 
in public practice. Although all groups 
perceived “not independent" situations 
as reducing the Ioan and credit potential 
of a firm, the users of financial statements 
viewed such auditor-client relationships 
more seriously. 

ANOVA was also used to examine the 


effects of location and age as well as : 


independent/not independent responses, 
and job type, on importance scores. The 
results showed that the location and age 
factor had no significant (р> .10) effect 
on the importance scores. 

The results from Tables 5 and 6 show 
that lack of auditor independence is per- 
ceived to impair investment and lending 
decisions. While the above finding holds 
for all groups, there were statistically 
significant differences between groups 
relating to the importance weightings 
attached to “not independent" re- 
sponses. Users of financial statements 
gave lower importance scores than did 
the preparers of financial statements for 
“not independent” relationships. A few 
respondents gave importance scores of 
greater than 5.00 for individual situations 
(see Table 5), indicating that, for them, 
the particular relationship actually im- 
proved confidence in decision making. 
These occurrences arose both for re- 
spondents who perceived that indepen- 

dence had not been impaired and for 
` those who thought independence had 
been impaired. 


CONCLUSIONS 


The research set out to examine the 
role and importance of auditor indepen- 
dence as perceived by various interested 
parties in the U.K. The results showed 
that in general non-independence was 
perceived to impair investment and lend- 
ing decisions, and this supports the “‘tra- 
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.ditional" view of the importance of 


auditor independence. However, in some 
situations a number of respondents 
thought that non-independence would 
improve the prospects of an investment 
or loan decision. The idea of non-inde- 
pendence actually improving investment 
or loan prospects has received little or no 
attention so far, either in the academic 
literature or by the professional account- 
ing bodies, but in view of the results some 
discussion or consideration could be 
given to the possible “benefits” of certain 
types of dependent relationships.!^ 

The results also showed that there were 
significant differences between the vari- 
ous groups of respondents regarding 
what constitutes independence and the 
importance thereof. The direction of 
these differences are in line with those 
expected given the roles of the groups. (As 
explained earlier, the job roles may result 
in different perceptions or, alternatively, 
the job roles could be a surrogate for 
some other, unknown, variable which is 
explaining differences in perceptions. The 
variables of location, age, and prior ac- 
counting experience did not appear to 
account for differences.in perceptions.) 
Thus, those with the most to lose from the 
implementation of restrictions, accoun- 
tants in practice, thought that auditors 
could maintain independence in many 
situations where others thought indepen- 
dence would be impaired. Additionally, 
accountants in practice often perceived 
breaches of independence to be of a lesser 
importance in investment decisions than 
did the other groups of respondents. The 
consensus views of accountants in prac- 


14 The discussion could be extended to a review of the 
whole role of auditing. Possible developments might 
include the auditor also giving investment advice, and, 
if so, the holding/not holding of client company shares 
may be an endorsement of a favorable/unfavorable 
report. The advantages and disadvantages of such 
developments are beyond the scope of this paper, how- 
ever, 
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tice regarding independence were similar 
to those of the major British professional 
accounting bodies, while the users of 
financial statements were often more 
skeptical of auditor independence. 

The British accounting bodies have 
acknowledged the importance of auditor 
independence and have started to act 
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through their ethical guidelines. It is to be 
hoped that these guidelines will be revised 
in time to take greater account of the 
views of the users of financial statements 
—fthe people whom, after all, the auditors 
are trying to convince that they are 
independent. 


APPENDIX А 
QUESTIONNAIRE ON AUDITOR-CLIENT RELATIONSHIPS 





Pursuant to a plan of recapitalization, the existing debt of the company was exchanged for five-year promis- ' 


Situation 
Number 
Fees 

1  Anaccounting firm receives 15% of its gross fees from one client. 

2  Onsoffice of a large national accounting firm receives 20% of its gross fees from one client. A partner from 
another office of the practice takes the final responsibility for the audit report. 

3 
sory notes. The accounting firm received the same kind of promissory notes in payment of its audit fee. 
Personal Relationships 

4  Anaudit partner has been in sole charge of a large audit (taking up to 3 months of the partner's time) for the 
past ten years. 

5 The recently appointed financial director of a company is responsible for producing its accounts. He was 
previously a partner (for ten years) in the accounting firm which does the айй. 

6 A partner has recently been put in charge of an audit of a client. Until three years ago the partner was the 
financial director of the company. 

7  Awasthecontroller of Company Z. He was not an elected officer nor did he have any stock holdings in Com- 
pany Z. A's brother B was a partner in the public accounting firm that audits Company Z's books. B was 
the partner in charge of the audit. 

8 А partner in a public accounting firm had a brother-in-law who was sales director for a recently acquired 
client. The brother-in-law was not directly involved in the financial affairs of the company and the partner 
was not connected with the audit in any way. 

9 A firm has been appointed auditor of a company (registered outside of the U.K. and hence not subject to the 
Companies Acts) and another member of the accounting firm is the secretary of the company (part-time). 
Financial Involvement with, or in the Affairs of, Clients 

10 A partner in charge of an audit owns 1000 shares in that client. There are 1 million shares in issue. 

11 Ап accounting firm undertakes work relating to a prospectus report on a company. A partner of the firm 
owns 1000 shares in that company (representing less than 0.01% of its issued share capital). He personally 
took no part in the prospectus work. 

12 Apartner in an accounting firm is the trustee of a trust which holds 10% of the issued share capital of an audit 
client of the firm. The partner does not personally take any part in the audit of the client. 

13 A partner in an accounting firm is also a director of a trustee company which administers the trusts of various 
clients. The trustee company invests in up to 10% of the issued share capital of stock exchange quoted com- 
panies. Some of these quoted companies are audited by the partner's firm (although the partner is not per- 
sonally involved with any of the audit work). 

14 X works for an accounting firm and he is also the beneficiary of a trust which holds shares in several audit 
clients (including some clients on whose audit X works). His share of the trust income is 10%. 

15 15% of the share capital of a client company is held by Partner Y as a nominee. Y does not personally take 

ТА any part in the audit. : 


Partner X of an accounting firm has lent a large sum of money on a long term basis to an audit client of his 
firm (although X does not himself take any part in the audit). The amount lent comes to 1% of the client's 
total long term capital. 
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17 


18 
19 


20 


21 
22 
23 


24 
25 


26 
27 


28 


29 
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APPENDIX А (Continued) А 





А partner in an accounting firm has received a loan, interest free, from an audit client which is engaged in the 
engineering business. The partner does not personally take any part in the audit. 

A partner in an accounting firm managed a building owned by an audit client. 

An accounting firm had its office in a building which was owned by a client. The accounting firm occupied 
approximately 25 percent of the available office space in the building, and the client occupied the remainder. 
A partner in an accounting firm was a member of an investment club. The club owned stock in a company 
which was a client of the accounting firm. Neither the number nor the value of the shares purchased was ma- 
terial to the club or to the company. 


Conflicts of Interest 


An accounting firm has two clients A and B and these are both bidding for company C. The accounting firm 
elects to advise A (but not B) on its bid strategy. 

A partner in an accounting firm has been appointed the liquidator of a quoted company which is solvent. 
Another partner of the firm had been the financial director (part-time) of the company up until a year ago. 
From the books of original entry, client personnel prepared printed tapes that could be read on an optical 
scanner and sent the tapes to the accountant's office. The accountants forwarded the tapes to a service bureau. 
The accountants received the printouts of the financial statements and general ledgers and sent them to the 
client. The accountants did not edit the input data prior to transmission to the service bureau. The accountants 
provided this service in addition to the audit. 

In addition to the audit, an accounting firm provided services for the client which included maintaining the 
journals and ledgers, making adjusting entries and preparing financial statements. 

In order to keep certain information confidential, the client had the accounting firm perform the following 
services in addition to the audit: 

(a) prepare the executive payroll. 

(b) maintain selected general ledger accounts in a private ledger. 

An accounting firm rented block time on its computer to a client when the client's computer became over- 
burdened. 

A professional accounting firm provides management consultancy services to a company which it also audits. 
The consultancy arm and the audit arm-of the accounting firm are separate autonomous units. 

A client of an accounting firm was engaged in the business of selling franchises. Two partners of this account- 
ing firm invested approximately five percent of their personal fortunes to buy one half of the stock of a 
company which held a franchise granted by this client. Except for the payment of a percentage of sales to the 
franchisor client, the franchisee operated independently. 

Four partners in an accounting firm were among the six founders of a company which was engaged in the 
same type of business and was directly competitive with an audit client. In addition to owning stock, they 
also served as directors and officers of this company. The accountants informed the president of the client 
company of their investment in a business competitor, but he did not object to the business venture, and 
permitted them to continue as auditors. Both companies were located in the same geographical area. 
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APPENDIX В 
SUBJECTS’ RESPONSES TO QUESTIONNAIRE 
Percentage of Respondents Choosing “Independent” 








У CAs Industry Financial Loan 
ICAEW] CAs Big 8 CAs Other апа Commerce Analysts Officers 
Situation ICAS Group 1 Group 2 Group 3 Group 4 Group 5 
1 I 28 52 29 9 14 
2 I 37 ‚72 4 7 26 30 
3 I* 53 57 28 6 14 
4 It 89 94 79 78 79. 
5 If 84 86 73 66 71 
6 It 92 94 87 82 86 
7 мұ 43 38 21 22 | 13 
8 It 87 i 90 80 84 84 
9 NI 16 32 10 7 6 
10 NI 5 7 4 6 3 
li I 88 87 82 76 80 
12 I 71 58 39 40 36 
13 1 75 71 42 40 39 
14 1 66 55 43 25 29 
15 NI 71 70 46 43 41 
16 NI 39 36 24 13 17 
17 NI 35 28 10 7 4 
18 NI* 33 30 17 15 i 13 
19 I* 90 > 94 80 69 71 
20 NI* 72 75 49 25 29 
21 I 93 93 7A. .66 84 
22 It 91 88 77 . 76 : 76 
23 I* 92 88 82 79 84 
24 It 4l 88 36 15 23 
25 It 74 90 60 49 54 
26 I 86 90 Я 64 59 61 
27 | 1 82 87 59 37 39 
28 NI* 36 43 32 28 26 
29 NI* 36 - 54 23 38 44 


I= Independent 
МІ = Not independent. 
* The specific example is not referred to in the ICAEW [1977] and ICAS [1978] statements. An attempt has therefore 
been made to estimate the Institutes’ positions, given their other guidelines on independence. 
t This is the genera! position, although the Institutes state that the auditors must carefully consider the particular 
circumstances of each case. 
° [CAS view is that the situation reflects an independent relationship. 


AICPA views situations 1, 2, 4, 5, 6, 8, 23, 24, 25, 26, and 27 as being independent; and situations 3, 9, 10, 12, 
13, 16, 17, 18, 19, 20, 28, and 29 as being not independent. It expresses no opinion on situations 7, 11, 14, 15, 21, 
and 22. 

SEC views situations 1, 2, 4, 5, 6, and 8 as being independent; and situations 3, 7, 9, 10, 12, 13, 16, 17, 18, 19, 20, 23, 
24, 25, 26, 27, 28, and 29 as being not independent. It expresses no opinion on situations 11, 14, 15, 21, and 22. 
ICAEW position taken from ICAEW [1977], 

ICAS position taken from ICAS [1978]. 

AICPA position taken from AICPA [1972]. 

SEC position taken from SEC [1972]. 
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Voluntary Social Reporting: An Iso- 
Beta Portfolio Analysis 
John C. Anderson and Alan W. Frankle 


ABSTRACT: In recent years, there has been an increasing interest in the communication 
and reporting by large corporations on their social performance. Most of the attention 
has been devoted to either the need or the appropriate mode for corporate social dis- 
closure. This study attempts to assess the impact of the capital markets of the social dis- 
closure that already exists on a voluntary basis. The returns to portfolios composed of 
securities of socially disclosing firms are compared to the returns to portfolios of equivalent 
(systematic) risk composed of securities of non-disclosing firms. The findings indicate 
that social disclosure has information content and that the market values this disclosure 


positively. 


disclosure rules pertaining to ac- 

counting information. Both the 
Financial Accounting Standards Board 
(FASB) and the Securities and Exchange 
Commission (SEC) have shown their 
concern by steadily increasing and for- 
malizing the disclosure requirements of 
publicly held corporations. Research in 
the areas of information production, dis- 
closure rules, and capital market equi- 
librium is manifest in the current finance 
and accounting literatures. The purpose 
of this study is to explore and test empiri- 
cally the impact of one aspect of informa- 
tion production and potential disclosure 
regulations—that of social disclosure— 
on the capital markets. 


A Topic of much concern has been the 


DEFINITION AND IMPORTANCE OF 
SOCIAL DISCLOSURE 


Social disclosure involves the com- 
munication and reporting of information 
concerning a firm’s community involve- 
ment, human resources, environmental 
impact, and product/service contribu- 
tions. This social information potentially 
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may be as important as any other finan- 
cial or non-financial data pertaining to a ` 
corporation’s activity. While the. dis- 
closure of social action is at present 
largely voluntary, there has been substan- 
tial work addressing the need and ap- 
propriate mode for social reporting. (See, 
for example, Linowes [1974], Seidler and 
Seidler [1975], Ramanathan [1976], and 
committee reports of the National As- 
sociation of Accountants (NAA) [1974a 
and b] and American Accounting Associ- 
ation [1974, 1975, 1976].) In addition, 
the SEC adopted a set of disclosure 
amendments in 1973 which, in part, re- 
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quired increased disclosure by registered 
firms in environmental matters. Subse- 
quently, in 1975, the SEC held court- 
ordered hearings on “Disclosure of 
Environmental and Other Socially Sig- 
nificant Matters," which resulted in 
disclosure rules pertaining to capital 
expenditures for environmental compli- 
ance purposes. 

Many related questions can be raised 
concerning corporate social activities, 
their disclosure, and the use of the result- 
ing information: (i) should the firm in- 
dulge in socially responsible projects; 
(ii) should the firm report its social per- 
formance; (ii) does such information 


possess value for the efficient allocation of 


resources; (iv) does such information 
- possess value for investor trading; and 
(v) how do investors react to socially 
disclosing firms? 

This study specifically analyzes the 
impact on the capital markets of volun- 
tary social disclosure contained in the 
1972-annual reports of Fortune 500 firms 
whose common equity securities are 
traded on the New York Stock Ex- 
change.! Using the capital asset pricing 
model (CAPM) as a theoretical base, 
equivalent (systematic) risk portfolios are 
formed using the common equity securi- 
ties of socially disclosing firms and the 
common equity securities of non-dis- 
closing firms. The mean returns of the 
portfolios are then compared over two 
six-month periods (pre- and post-fiscal- 
year-end). If data concerning the social 
performance of a firm have no informa- 
tion content, relative to the setting of 
security prices, then the mean returns for 
the disclosing and non-disclosing port- 
folios should be equal. 


SOCIAL DISCLOSURE AND EFFICIENT 
CAPITAL MARKETS 


Information provided by social dis- 
closure is a subset of the total public 
information available to the capital mar- 
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kets. Therefore, the same inquiries may 
be made concerning the market's reac- 
tion to information of a social nature as 
previously have been made concerning 
other particulars of public information. 
Two questions are paramount. The first 
is whether social disclosure by major 
firms possesses “information content." 
That is, does social disclosure produce 
information that affects anyone's expec- 
tations? Second, what effect does this 
information have on capital market 
prices and hence on the allocation of 
resources. 

" The model used to determine the im- 
pact of social disclosure on the capital 
markets follows the path developed by 
Fama [1970], Jensen [1968], Gonedes 
and Dopuch [1974], and Gonedes et al. 
[1976]. We assume that equilibrium re- 
turns are described by the two-parameter 
CAPM. In particular, under the CAPM, 
we would expect returns for equal-risk 
portfolios to be equal. 

These hypotheses may be stated con- 
cerning the expected returns of equal-risk 
portfolios that differ only in their report- 
ing of social actions: | 


Ho: E(R,) = E(R,) (1) 
. H4: E(R,) > ERa) (2) 
Н,: E(R,) < Е(Ё) (3) 


when; 


E(R,) = expected return on a specified 
risk portfolio composed of 
securities of firms that do not ' 

_ report social actions. 

E(R,) = expected return on a specified 
risk portfolio composed of se- 
curities of firms that do report 
social actions. 

1 Tt should be noted that while annual reports contain 
both voluntary and required information, the market 
impact of voluntary information has received less atten- 
tion than that of required information (i.e., earnings, 
dividends, extraordinary items). Increased understand- 


ing of the impact of both types of information should 
assist accounting policy makers in their deliberations. 
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The null hypothesis H, is that the 


equal risk portfolios have equal expected - 


returns, and information produced by 
voluntary social disclosure does not 
change investor expectations and thus 
the allocation of economic resourees. 
The two alternative hypotheses state 
situations in which voluntary social 
disclosure produces information that 
affects resource allocation in the capital 
markets. There are arguments supporting 
both of the alternative hypotheses. Con- 
servative economists, Friedman [1963] 
and: Levitt [1970], argue against cor- 
porate social action. According to Simon 
et al. [1972, p. 30], 
the Levitt-Friedman position makes two 
points regarding the capability of corpora- 
tions to assume social responsibility: under- 
taking any activity which is not oriented to- 
ward maximizing profit will undermine the 
efficiency of the corporation, preventing it 
from fulfilling its chief responsibility to 
Society as a whole; and, in addition, corpora- 
tions will do damage to society by working in 
areas in which they are not competent. 


If the views of Friedman-Levitt are 
accepted as correct, market participants 
would place a negative premium on firms 
engaged in certain social action pro- 
grams. | 

Alternatively, Simon et al. [1972], 
contend that there are “ethical investors” 
willing to pay a premium for the securities 
of socially conscious firms. This “ethical” 
behavior may be economic as well as 
altruistic, Certain corporate social action 
prográms may have a long run favorable 
impact on profits. For example, some 
programs may help to build a favorable 
image with employees, customers, and 
the public. Additionally, some programs 
may help build sources of human capital 
in the community that the company may 
tap. Voluntary disclosure of social ac- 
tions may also have the effect of reducing 
the uncertainty concerning the adequacy 
of a firm's social performance as it relates 
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to potential legal and regulatory prob- 
lems. 

The acceptance of either of the alterna- 
tive test hypotheses could result from two 
possible conditions: (1) the market reacts 
differently to firms that engage in social 
actions, or (2) voluntary social reporting 
is closely associated with other charac- 
teristics that influence firm value (e.g., 
earnings and dividends).? 

If the market reacts differently to firms 
that engage in social activities, it is im- 
portant that the economic relationship be 
established. However, if voluntary social 
reporting is associated with other charac- 
teristics that affect firm value, a better 
understanding of this information rela- 
tionship should also be valuable to inves- 
tors and accounting policy makers. In 
particular, this should be a concernin any 
accounting policy deliberations which 
consider requiring (and formalizing) cor- 
porate social disclosure. 

Therefore, given the acceptance of 
either of the alternative hypotheses, it 
Seems reasonable to perform additional 
tests of the association of voluntary social 
disclosure and fundamental characteris- 
tics related to the studied firms' per- 
formance. 


DATA 


Beresford [1974]? conducted a survey 
of the Fortune 500 firms for 1971 and 
1972, attempting to categorize on a con- 
sistent basis the social disclosure of each 
firm, and generously agreed to provide 


? Social disclosure reports two different categories of 
Social action: voluntary and mandatory. Mandatory 
social action and the disclosure of such action may be 
independent of many firm characteristics. (A notable 
exception would be pollution control expenditures and 
the firm's industry.) However, in the case of voluntary 
social action, the action and its disclosure may be de- 
pendent on other characteristics of firm value. (See 
Spicer [1978].) 

3 This survey information has since been updated 
yearly, published, and released by Ernst & Whinney in 
its "Social Responsibility Disclosure" publication. 
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the necessary primary data for each firm. 
It is felt that this categorization provides 
the most consistent data available. The 
following table [Beresford, 1974, p. 42] 


gives information on the pattern of dis- 
closure: 


Firms disclosing in 1971.................... 239 
Firms making first disclosure in 1972......... 101 

340 
Firms deleting disclosure in 1972............. 50 
Firms disclosing in 1972....,............... 290 


In another table, Beresford [1974, p. 
` 42] describes the various areas of dis- 
closure made by those firms disclosing 
social information. These areas coincide 
with the areas defined by the NAA Com- 
mittee Report. on Social Reporting 
[1974]. 


Area 197] 1972 
Environmental Controls 214 197 
Minority Employment 88 70 
Personnel Responsibility 64 43 
Community Activities 75 7 

. Product Improvement 58 67 


Those companies that do disclose so- 
cial performance information in their 
annual reports do so either in a separate 
section, in the president's letter, or under 
some other major topic heading in the 
annual report.^ The use of the president's 
letter is most prevalent. The majority of 
disclosures reported were qualitative 
rather than quantitative, and 90 percent 
of the actual expenditure disclosures were 
in the area of environmental policy. 

Beresford [1974] does not paint a 
bright picture of the present state of social 
disclosure. The voluntary nature of pres- 
ent social disclosure carries with it all the 
attendant imprecisions and ambiguities 
of any voluntary disclosure program. It 
is not clear-why some firms would disclose 
and others would not. There is little effort 
to match costs and benefits. The quantifi- 
cation of dollar costs for social activity is 
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not subject to any generally accepted 
accounting principles. Thus, the impli-. 
cations of this study must be considered 
in this voluntary disclosure setting and do 
not necessarily apply if disclosure were 
mandatory. | 

The number of Fortune 500 firms in 
cluded in the study was reduced by im- 
posing the following criteria: 


1. The firm's common stock had to be 

listed on the New York Stock Ex- 
: change; 

2. The firm's fiscal year-end had to be 
December 31; and 

3. Month-end price data had to be 
available from the COMPUSTAT 
tapes? for the period from June 
1972 through June 1973. 


For 1972, 201 disclosing firms and 113 
non-disclosing firms satisfied these cri- 
teria. 

Beta coefficients were obtained from 
the Merrill Lynch Securities Research 
Division [Merrill Lynch, 1972a, 1972b, 
1973]. They are calculated by the stan- 
dard least-squares regression technique, 
regressing monthly percentage price 
changes of the Standard and Poor's 500 
over a period of five years (60 observa- 
tions). Merrill Lynch corrects its beta 
coefficients using a method noted by 
Blume [1971] in which all betas are ad- 
justed toward unity. 


METHODOLOGY 


The method employed in this study is 
similar to that of Gonedes et al. [1975], 
which assumes that at equilibrium, ex- 
pected returns conform to the CAPM of 


* Social performance information about a firm may 
also be made public príor to the annual report. To the 
extent that this is the case, a bias exists towards accep- 
tance of the null hypothesis, Ho, when the annual report 
is released. The advance diffusion of this information 
would be expected to impact the market prior to the 


- release of the annual statements. 


5 Investors Management Sciences, Inc. 
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Sharpe-Mossin-Lintner.$ Using beta as a 
measure of risk allows the formation of 
iso-beta portfolios for which returns are 
comparable. 

The studied sample of Fortune 500 
firms consists of two subsets, firms that 
do, (d), and firms which do not, (n), 
disclose social actions. Portfolios com- 
posed of 14 randomly selected (without 
replacement) securities are formed from 
each subset. The use of portfolios has the 
advantages of reducing sampling error 
and increasing the power of the tests 
[Gonedes et al., 1976, p. 113]. 

The 14 securities of each portfolio are 
weighted to form iso-beta portfolios? 
(P, and P,) for which monthly returns? 
generated for the period July 1972 
June 1973. The weighting is accomplished 
by ranking the 14 randomly selected se- 
curities in decreasing order of risk (beta) 
and forming two portfolio halves, one 
consisting of the seven securities with the 
highest risk (H) and the other consisting 
of the seven securities with the lowest 
risk (L). 

If Bg and B, represent the market betas 
for the high and low risk portfolio halves, 
respectively, and if Ry and К, represent 
their returns, then a portfolio with a beta 
equal to В can be formed by weighting 
the high and low risk portfolio halves. 
The return (Rp), derived in the appendix, 

. to this weighted portfolio would be 


+ 8—2 (К) (4) 
L 


For each month, sample means and sam- 
ple variances can be calculated for both 
the N, disclosing and the N, non-dis- 
closing weighted portfolios of the given 
risk level. 

The testable hypothesis is the equality 


4n 


or inequality of the mean holding period 
returns of disclosing and non-disclosing 
iso-beta portfolios P, and P,. Assuming 
that the distributions of portfolio returns 
are independent and normal, a t-statistic 
can be calculated to test for significant 
difference betwen mean holding period 
returns. The null hypothesis Ho, that 
voluntary social disclosure possesses no 
information value for market partici- 
pants, cannot be rejected if the t-statistic 
is insignificant (e.g., it falls within the 
specified critical limits). The first alterna- 
tive hypothesis H,, that the market penal- 
izes firms that voluntarily report non- 
profit-maximizing activities, would be 
supported by a significant negative t- 
statistic. The second alternative hypothe- 
sis H;, that the market places a premium 
on firms that voluntarily report social 
actions, would be supported by a signifi- 
cant positive statistic. 


RESULTS AND ANALYSIS 


The entire process of random portfolio 
selection, weighting, and calculating re- 
turns and f-statistics is repeated for iso- 
beta levels of 0.8, 1.0, and 1.2.? There are 
12 monthly :-statistics and two six- 
month-period statistics given in Table 1 
for each of the three separate repetitions 
of the entire process (three risk levels). A 
positive t-statistic reflects a higher posi- 
tive (or less negative) return to socially 
disclosing portfolios.!? 


$ See Roll [1977] for a contrary view of the value of 
these methodologies. . 

7 The use of iso-beta (or equivalent systematic risk) 
portfolios assists in controlling, on an ex-ante basis, for 
other firm characteristics relevant to the valuation of the 
studied firms. (See Gonedes et al. [1976], p. 114). 

8 Monthly price relatives are used as a proxy for 
monthly returns. 

9 The test was repeated using several specified levels of 
risk to determine if the results were sensitive to the given 
level of risk. 

10 Critical t-values for 20 degrees of freedom are 2.086 
and 2.845 for five percent and one percent levels of sig- 
nificance. 
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TABLE 1 
MONTHLY RETURN DIFFERENCES 
Social Disclosure Versus Non-Disclosure 
Portfolio Portfolio Portfolio 
Beta-0.8 Веіа=1.0 Beta=1.2 
Time Period t-statistic t-statistic t-statistic 
July 1972 1.808 417 1.932 ^ 
August — ,646 —.457 2.391* 
September 1.035 011 —.873 
October .248 —].234 .360 
November 1.037 .935 АТ 
December —.302 —.764 .320 
January 1973 .2913 871 1.892 
February 2.108* 1.531 2.763*- 
March 3.133** 2.899** 2.927** 
April —1.114 —.958 .276 
May 2.054 . 1.511 2.597* 
June —.347 —.217 .155 
July—Dec. 1972 1.114 —.503 1.490 
Jan.-June 1973 2.330* 1.261 3.710** 


* two-tailed t-test 20 d.f. significant at the 5% level, 
t=2.086. 

** two-tailed t-test 20 d.f. significant at the 1% level, 
t=2.845. 


The March 1973 t-statistics indicate 
. that socially disclosing portfolios out- 
performed the non-disclosing portfolios 
at each iso-beta level with differences 
significant at the one percent level. 
February 1973 t-statistics also exhibit the 
same tendency; however, only iso-beta 
levels .8 and 1.2 are significant and at the 
five percent level. At iso-beta level 1.2, 
there are additional months with signifi- 
cantly different returns: August 1972 and 
May 1973. May 1973 shows consistent 
differences at all iso-beta levels; however, 
level 1.2 provides the only significant 
result. 


Socially disclosing portfolios consis- . 


tently outperform non-disclosing port- 
folios in the six-month period following 
fiscal year-end, although the iso-beta 
levels vary in significance. The significant 
and positive t-values support the con- 


tention that there is information content . 


in social disclosure and that portfolios 
composed of securities of firms that 
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voluntarily disclose social information 
outperform portfolios composed of se- 
curities of non-disclosing firms when the 
portfolios are formed before the end-of- 
year statements are made public. 

The mixed results for the six monthly 


returns prior to fiscal year-end do not 


indicate any specific market reaction 
prior to the issuance of the annual re- 
рогіѕ.!! A reaction prior to the appear- 
ance of the annual reports would indicate 
either anticipation of social information 
or a release of social information prior to 
its inclusion in the annual report. 

Summarizing, the initial results in 
Table 1 suggest three conclusions: (1) 
socially disclosing firms outperform non- 
disclosing firms; (2) iso-beta levels cf 
portfolio risk do not influence the results 
significantly; and (3) the market does not 
anticipate social disclosure prior to its 
release in the annual report. 

An effort was made to identify more 
closely which disclosing firms contribute 
most to these results. The following sec- 
tions segment the studied socially dis- 
closing firms based on two characteristics 
that may condition the market's reaction 
to the disclosure. The first characteristic 
is whether the disclosure is financial or 
non-financial in nature. The second is 
whether the firm also reported informa- 
tion of a social nature the previous year. 


Financial versus Non-Financial Disclosure 


The American Accounting Associ- 
ation's Committee on Social Costs [1975] 
identified as a major policy issue whether 
social disclosure should include financial 
cost information or only non-financial 
information. To address this issue, we 


11 The beta coefficients used had been calculated as of 
December 1972. The results prompted the question of 
whether this was appropriate for the prior six month 
analysis. The returns were recalculated for July 1972 to 
December 1972 using beta coefficients as of June 1972, 
and the results were almost identical. 
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segregated the disclosure firms on the 
basis of whether the disclosure included 
ог did not include financial information. 
This segmentation may be relevant if 
financial disclosure transmits more in- 
formation than non-financial disclosure. 
The null hypothesis is that investors 
perceive no difference between socially 
disclosing firms that have reported finan- 
cial cost information and those that re- 
ported only non-financial information. 


Ho: E(R;) = E(R,;) (5) 
where: | 


E(R,) = the expected return to a 
specified risk portfolio con- 
sisting of securities of firms 
that disclose financial social 
information. 

E(R,,) = the expected return to a 

specified risk portfolio con- 
sisting of securities of firms 
that disclose non-financial 
social information only. 


Alternatively, the market may react 
more favorably to the financial informa- 
tion pertaining to the firms’ social per- 
formance: 


H,: E(R,) > E(R,)) (6) 


or the market may react less favorably to 
the financial information pertaining to 
the firm's social performance: 


H3: Е(К,) < E(Rns) (7) 


Fifty-two socially disclosing firms ге- 
ported financial information, while the 
non-financial reporting firms numbered 
147.1? Due to the small number of firms 
available, the portfolio size was reduced 
to 12 securities chosen randomly with 
four financial information portfolios and 
12 non-financial information portfolios.? 

The results of comparing financial and 
non-financial portfolios at the various 
iso-beta levels are shown in Table 2. 
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TABLE 2 
MONTHLY RETURN DIFFERENCES 
Financial Disclosure Versus Non-Financial Disclosure 


Portfolio Portfolio Portfolio 

Beta=0.8 Веіа=1.0 Beta=1.2 

Time Period t-statistic t-statistic t-statistic 
July 1972 —.528 .104 —.244 
August 1.039 .590 ‚743 
' September —.300 —1.599 — 736 
October 1.800 - 062 155 
November 1.788 1.363 1.048 
December 514 —.181 —.649 
January 1973 .122 —.124 —.567 
February .507 .661 1.330 

March 1.067 2.188* 2.931* 

April 1.153 1.553 I.141 
May —.922 —.113 —.315 
June —1.113 ~.772 .004 
July-Dec. 1972 1.571 .849 .283 


Jan.-June 1973 513 894 .070 


* two-tailed t-test 14 d.f. significant at the 5% level, 
1=2.145. à 


There appears to be some difference in 
market reaction due to financial versus 
non-financial disclosure. March 1973 has 
two significant f-statistics for iso-beta 
levels 1.0 and 1.2. However, the six- 
month returns for January to June 1973 
do not produce any significant differ- 
ences. The six-month returns support the 
null hypothesis, while the March returns 
give credence to the alternative hypothe- 
sis H, that financial information has a 
positive impact relative to non-financial 
information. This suggests that any dif- 
ference in market reaction may have 
been temporary. | 


Continuous Disclosure Versus New 
Disclosure 


Socially disclosing firms can be further 
segmented into continuous disclosers and 
new disclosers. New disclosers would be 


12 Two firms were dropped due to classification 
problems. 

13 The reduction was necessary to keep the degrees of 
freedom as high as possible for statistical tests and still 
maintain a diversified portfolio. . 
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TABLE 3 
MONTHLY RETURN DIFFERENCES 
Continuous Disclosure Versus New Disclosure 


Portfolio Portfolio Portfolio 
: Beta=08 Beta=10 Beta=1.2 
Time Period t-statistic t-statistic t-statistic 
July 1972 = .055 .697 .669 
August —.387 —.593 1.040 
September 1.361 460 —2.549* 
October 1431 —.112 1.155 
November ~~ 288 736 —.356 
December ~ 1.323 — 1.355 — .913 
January 1973 2.063 2.355* 3.969** 
February —.050 —.061 1.183 
March 2.186* 2.403* 2.748* 
April .638 1.380 1.947 
May 1.545 2.632* 2.660* 
June 232 1.322 2.972* 
July-Dec. 1972 ~ 1.284 —.323 017 
Jan—June 1973 2.210* ,3.289** 6.026** 


* two-tailed t-test 14 d.f. significant at the 5% level, 
1=2.145. 
** two-tailed t-test 14 d.f. significant at the 1% level, 
1=2.977 


expected to provide additional informa- 
tion to the market. However, continuous 
disclosers may include firms whose social 
performance is particularly noteworthy 
due to potential legal or regulatory 
problems. 

The socially disclosing firms were di- 
vided into two groups, 126 firms that 
disclosed the previous year and 73 that 
had not.!^ 

The null hypothesis is that investors 
perceive no difference between firms that 
have reported social actions the previous 
'year and those that did not: | 


Ho: E(R oon) тт E(R, s) (8) 
where: | 


Е(Ё ы) = the expected return of a 
specified risk portfolio con- 
sisting of securities of dis- 
closed social information in 
the previous year. 

E(R,,) = the expected return of a 
specified risk portfolio con- 
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sisting of securities of dis- 
closing firms that had not 
not disclosed social infor- 
mation the previous year. 


Alternatively, the market may react more 
favorably to the information from new 
disclosure firms: 


H, : E(Reon) < E(Riew) (9) 


Or, the market may react more favorably 


' to the additional social information from 


firms that also voluntarily disclosed the 
previous year: 


H;: E(R..) > Ее) (10) 


Iso-beta portfolios consisting of 12 
firms were randomly selected and mean 
returns calculated for ten continuous and 
six new portfolios. The results of com- 
paring the continuous and new portfolios 
are shown in Table 3. March 1973 again 
appears to be the month of most signifi- 
cance, where portfolios that disclosed 
social information for both 1971 and 
1972 fiscal years outperform portfolios 
that have only disclosed for 1972. The t- 
statistics for the first half of fiscal year 
1973 also support this relationship at all 
iso-beta levels. In addition, higher risk 
portfolios exhibit higher ¢-values. 

A priori, it was believed that new social 
performance disclosure had the greatest 
potential to impact favorably the market 
and that the social performance informa- 
tion of continuous disclosure firms would 
tend to be anticipated. A definitive reason 
for the above results which indicate that 
continuous disclosure portfolios is not 
readily available. These results suggest 
that either of three conditions exist: (1) 
the social performance information from 
continuous disclosers was either more 
positive (or of greater concern to the in- 
vestment community) than the social 
performance information of the new 


14 Again, two firms were dropped due to classification 
problems. 
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disclosers; (2) the classification of socially 
disclosing firms was inadvertently associ- 
ated with some other information impact- 
ing the market during the studied period; 
or (3) sampling error or bias was responsi- 
'ble for the results of the performed tests. 

As noted previously, the method used 
in this study was designed to reduce the 
sampling error problem and its effects. 
The possible condition, that the classifica- 
tion of firms as to their social disclosure 
may have been associated inadvertently 
with other information impacting the 
market in the studied period, is the sub- 
ject under investigation in the next 
section. 


FURTHER ANALYSIS 


If the capital markets differentially 
value the securities of firms disclosing 
social performance and the securities of 
firms not disclosing social performance, 
it could be due to the disclosure itself or 
to other correlated characteristics of the 
firms. The methodology, forming ran- 


domly selected portfolios of equal syste- 


: matic risk, was designed to remove the 
effect of these other characteristics and 
address the impact of social disclosure 
itself. On an ex ante basis, the expected 
returns to the iso-beta portfolios should 
be equal. However, given a finding of a 
difference in market returns, there is a 
potential problem of ex post interpreta- 
tion. The concern is whether the groups 
of firms categorized by their social dis- 
closure inadvertently were associated 

_with differences in other information 
impacting the market during the studied 
period. Voluntary social disclosure may, 
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in fact, be highly associated with favor- 
able earnings information. Given dis- 
appointing earnings, a firm's manage- 
ment may tend to avoid adding insult to 
injury by voluntarily disclosing to stock- 
holders that they voluntarily invested 
the firm's funds in some non-profit but 
socially conscious venture. In fact, the 
would-be expenditure may never occur or 
be deferred to better times. In good times, 
however, both the voluntary expenditure 
and its voluntary disclosure might seem 
more reasonable to investors and advan- 
tageous to management. This merits 
further analysis. 

Dividends and earnings have tradi- 
tionally been important variables in the 
valuation models found in the finance 
literature for equity securities (i.e., Walter 
[1956], Gordon [1962]). Empirical work 
by Griffin [1976a, 1976b] has associated 
dividends per share and earnings per 
share information with stock price be- 
havior. In addition, the results reported 
by Eskew and Wright [1976] suggest that 
extraordinary items are an important 
earnings ingredient in the market’s valu- 
ation of the firm. Accordingly, the per- 
formance characteristics selected for 
additional tests were the relative changes 
in earnings per share before extraordi- 
nary items, earnings per share after 
extraordinary items, and dividends per 
share. Information concerning these 
characteristics during the studied period 
may have affected our results. 

Each of the relative change character- 
istics is calculated based upon the average 
of the two years prior to the reporting 
year.!? For example, relative change in 
earnings per share before extraordinary 
items (EPSBET) is calculated as 


EPSBEI,,;; — EPSBEI,979 + EPSBEL 97; 


2 





ЕРЅВЕІ, 970 + EPSBEI,97; 


Р (11) 
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TABLE 4 
PORTFOLIO DIFFERENCES IN FUNDAMENTAL PERFORMANCE CHARACTERISTICS 











Disclosure versus 
Non-Disclosure 
(t-statistic) 


Fundamental Performance Characteristic 


Financial versus 
Non-Financial Continuous versus 
Disclosure New Disclosure 


(t-statistic) (t-statistic) 


Relative Change in Earnings per Share Before — .li89 - A16 = 2445 
Extraordinary Items (—1.1215) ( / 1040) (— 1.7162) 
Relative Change in Earnings per Share After .0386 3615 — .6566 
Extraordinary Items ( .1668) ( 1.6738) (—1.4602) 
Relative Change in Dividends per Share 0883 — .0045 .1733 
( 71) (— .0332) ( 1.7240) 
Critical / value at 5% 2.086 2.145 2.145 


This relative change calculation assumes 
a relatively naive expectations model in 
that the expected value of a performance 
characteristic for 1972 in our methodol- 
ogy is equal to the average (mean) of the 
value of that performance characteristic 
for 1970 and 1971. While there are more 
sophisticated models in the literature, the 
benefit in explaining stock price behavior 
appears marginal (Griffin, [1976b] pp. 
513-514). 

There are three levels at which the tests 
for differences in performance character- 
istics could be conducted: individual 
firms, equally weighted portfolios and 
iso-beta portfolios. Tests, consistent with 
the previous tests for differences in re- 
turns, were performed on both portfolio 
levels.1© The results were similar. The 
results reported in Table 4 are for ran- 


domly selected (without replacement) 


equally weighted portfolios.!" 

There does not appear to be any out- 
standing difference in performance char- 
acteristics associated with the studied 
grouping of firms. In fact, the signs of the 
most significant statistics are generally 
opposite to those expected if they are to 
help explain our market results. Consid- 


ering the disclosure versus non-disclosure 
dichotomy, the difference in the relative 
change in earnings per share before extra- 
ordinary items favors non-disclosure 
portfolios rather than disclosure port- 
folios. While the dividend performance 
statistic favors continuously disclosing 
portfolios, both earnings-per-share per- 
formance statistics favor new disclosing 
portfolios rather than continuously dis- 
closing portfolios. 

These statistics would indicate that the 
study's results are probably due to the 
impact of social action and social report- 
ing of social action and not to associated 
characteristics. 


15 This was deemed necessary to increase the reliability 
of measurement for variable change. Estimates using 
only the prior year's data as a base have the problem of 
being equally affected by last year's deviation as well as 
by that of the studied year. 

16 The sample mean and sample variance are calcu- 
lated for each performance characteristic for each speci- 
fied group of portfolios. The t-statistic is used to test for 
differences in the performance characteristic between 
our previously specified groups of portfolios. 

+7 A possible inference of these results is that the beta 
adjustment may not have been necessary as it pertains to 
the tested performance characteristics. (Note: This is an 
ex post observation.) 
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LIMITATIONS AND CONCLUSIONS 


The present voluntary nature of social 
disclosure must be considered in draw- 
ing inferences from this study. Disclosing 
firms may be those that have sufficient 
discretionary income to permit involve- 
ment in social activity. In addition, the 
strong tendency to disclose only the 
firm's favorable accomplishments and the 
lack of general accepted accounting 
principles for social disclosure severely 
limit the conclusions that may be drawn. 

Another limitation of this study is the 
lack of a more critical examination of 
information contained in each disclosure. 
This problem is primarily due to difficulty 
in assuring consistency of categorization. 
Subsequent studies will analyze the im- 
pact on the capital markets of various 
social disclosure categories (environ- 
ment, minority, product quality, person- 
nel, and community.!? Also, by limiting 
our sample to firms in the Fortune 500, 
we confine the applicability of the study 
to large industrial firms. 

Given the above limitations, this 
study's results strongly support the con- 
tention that the market values social 
disclosure positively. The results have 
many important implications: economic 
resources appear to be allocated in the 
market to securities of those firms that 
socially disclose; social performance in- 
formation has an impact on the market; 
and voluntary (not subject to GAAP) 
accounting information has an impact on 
the market. Thus, the "ethical investor" 
may exist and, in fact, dominate the 
market. Whether this finding can be 
attributed to altruistic or economic moti- 
vations on the part of investors has not 
yet been resolved. 
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APPENDIX 
Derivation of Weighted Portfolio Return 


Given: 


By = Beta of the high risk portfolio 
half 

B, = Beta of the low risk portfolio 
half 

B, = Beta of the weighted portfolio 

Xg = Weight of high beta portfolio 


half 
Хү = 1—Xy=Weight of low beta 
portfolio half. 


The beta of the weighted portfolio is: 
Bp = ByXy + BX, 
ог; 
Bp = ByXy + B,(1 — Xp) 
and the weights for each portfolio half 


are: 


2 ВР Bi _ Вн.— Bp 
Bg — B, ~ Bg - B, 


Then, the weighted portfolio return 
would be: 


Rp = RgXg + R,X, 


Xn XL 


ог; 


Bp— B 
к) 


Bg =, Bp 
+R, (Fe) 


` 


18 During the editorial review process, another study 
[Ingram, 1978) was published which attempts to analyze 
this impact. Due to some reservations as to the method- 
ology used and inferences made in that study, we believe 
that further work is needed in this area and are actively 
pursuing this issue, 


478 The Accounting Review, July 1980 


REFERENCES 


American Accounting Association, "Report of the Committee on the Measurement of Social Costs," THE 
ACCOUNTING Review (1974 Supplement), pp. 99-113. 

; “Report of the Committee on Social Costs,” THE ACCOUNTING Review (1975 Supplement), pp. 
51-89, 

— —., “Report of the Committee on Accounting for Social Performance,” THE ACCOUNTING REVIEW 
(1976 Supplement), pp. 38-69. 

American Institute of Certified Public Accountants, The Measurement of Corporate Social Performance 

‚ (AICPA, 1977). 

Ball, Ray, and Philip Brown, “An Empirical Evaluation of Accounting Income Numbers,” Journal of Ac- 
counting Research (Autumn 1968), pp. 159-178. 

Beresford, Dennis R., "How Companies are Reporting Social Performance," Management Accounting 
(August 1974), pp. 41—44. 

Blume, Marshall E., “On the Assessment of Risk," Journal of Finance (March 1971), рр. 1-10. ` 

Eskew, Robert K., and William F. Wright, “Ап Empirical Analysis of Differential Capital Market 
Reactions to Extraordinary Accounting Items,” Journal of Finance (May 1976), pp. 651-674. 

Fama, Eugene F., “Risk, Return and Equilibrium: Some Clarifying Comments," Journal of Finance 
(March 1968), pp. 29-40. 

, "Efficient Capital Markets: A Review of Theory and Empirical Work," Journal of Finance 

(May 1970), pp. 383-417. 

, “Efficient Capital Markets: Reply,” Journal of Finance (March 1976), pp. 143-145. 

Friedman, Milton, Capitalism and Freedom (University of Chicago Press, 1962). 

Gonedes, Nicholas, J., “Risk, Information and the Effects of Special Accounting Items on Capital Market 
Equilibrium," Journal of Accounting Research (Autumn 1975), pp. 220-256. 

„апі Nicholas Dopuch, “Capital Market Equilibrium, Information-Production, and Selecting 

Accounting Techniques: Theoretical Framework and Review of Empirical Work," Studies on Financial 

Accounting Objectives: 1974, pp. 48-129. | 

‚ Nicholas Dopuch and Stephen Н. Penman, "Disclosure Rules, Information-Production, and 
Capital Market Equilibrium: The Case of Forecast Disclosure Rules," Journal of Accounting Research 
(Spring 1976), pp. 89-137. 

Gordon, Myron J., The Investment, Financing and Valuation of the Corporation (Richard D. Irwin Inc. 
1962). 

Griffin, Pau! A., "Competitive Information in the Stock Market: An Empirical Study of Earnings, Divi- 
dends and Analysts Forecasts," Journal of Finance (May, 19762), pp. 631-650. 

» "The Association Between Relative Risk and Risk Estimates Derived From Quarterly Earnings 
and Dividends," THE ACCOUNTING REVIEW (July 1976b), рр. 499-515. 

Ingram, Robert W., “Ап Investigation of the Information Content of (Certain) Social Responsibility 
Disclosure,” Journal of Accounting Research (Autumn 1978), pp. 270-285. 

Jensen, Michael C., “Тһе Performance of Mutual Funds in the Period 1945-1964," Journal of Finance 
(May 1968), pp. 389-416. 

Levitt, Theodore, “The Dangers of Social Responsibility," in Marshall (ed.) Business and Government: 
The Problem of Power (D.C. Heath and Company, 1970), pp. 35-40. 

Linowes, David F., "New Dimensions of Accountability and Social Responsibility," Visiting Lecturer 
Program of the Department of Accounting of the School of Business Administration, University of 
Massachusetts, Amherst (Nov. 7, 1974). 

Lintner, John, “The Valuation of Risk Assets and the Selection of Risky Investments in Stock Portfolios 
and Capital Budgets," The Review of Economics and Statistics (February 1965), pp. 13-37. 

Mandelbrot, Benoit, “Тһе Variation of Certain Speculative Prices," Journal of Business (October 1963), 
pp. 394-419. 

Merrill Lynch, Pierce, Fenner and Smith, Security Risk Evaluation (June 1972a). 

; Security Risk Evaluation (December 1972b). 

, Security Risk Evaluation (June 1973). 

Mossin, Jan, "Equilibrium in a Capital Asset Market," Econometrica (October 1966), pp. 768—783. 

National Association of Accountants, "First Report of the Committee on Accounting for Corporate 
Social Performance," Management Accounting (February 1974a), pp. 39-41. 


























Anderson and Frankle | | 479 





; "Second Report of the Committee on Accounting for Corporate Social Performance," Manage- 

ment Accounting (September 1974b), pp. 59-60. 

Ramanathan, Kavassert V., "Toward a Theory of Corporate Social Accounting," THE ACCOUNTING 
Review (July 1976), pp. 516-528. 

Roll, Richard, “A Critique of the Asset Pricing Theory’s Tests,” Journal of Financial Economics (March 
1977), pp. 129-176. 

Samuelson, Paul A., “Proof that Properly Anticipated Prices Fluctuate Randomly,” Industrial Manage- 
ment Review (Spring 1965), pp. 41-49. 

Seidler, Lee J., and Lynn L. Seidler, Social Accounting: Theory, Issues, and Cases (Melville Publishing Co., 
1975). 

Sharpe, William F., “Capital Asset Prices: A Theory of Market Equilibrium Under Conditions of Risk,” 
Journal of Finance (September 1964), pp. 425-442. 

Simon, John G., Charles W. Powers, and Jon P. Gunnemann, The Ethical Investor: Universities and 
Corporate Responsibility (Yale University Press, 1972). 

Spicer, Barry H., "Investors, Corporate Social Performance and Information Dislcosure: Ап Empirical 
Study,” THe ACCOUNTING Review (January 1978), pp. 94-111. 


Walter; James E., “Dividend Policies and Common Stock Prices," Journal of Finance (March, ee pp. 
29-41. 


THE ACCOUNTING REVIEW 


Кс 


. Vol. LV, No. 3 
July 1980 


_ Cumulative Financial Statements 
Richard P. Brief, Barbara Merino and ы Weiss 


ABSTRACT: This paper. devises two graphical forms of cumulative financial statements 
using data from Chrysler Corporation over the period 1923—1975 as an example to. display 
the nature of these reports. The first set of graphs shows the relationship between cumula- 


tive income and cumulative cash flows to suppliers of capital. The second set shows the 


. relationship between annual accounting rates of return and a backward-moving cumula- 


tive average multi-period rate of return. Although Chrysler's 53-уеаг average rate of return 
to stockholders' equity was.130, the time series of multi-period rates of return have shown 
a declining trend since the late 1930's. These graphs reflect the firm's activities as a 
cumulative process instead of a series of annual ventures. Consequently, they integrate 
annual reports within a longer time frame. The cumulative graph is an efficient and effec- 


tive device for presenting a firm's financial history, and, like other methods of data analysis, 


also stimulates analytical thinking. 


financial statements having cumulative 
aspects because “ап occasional snapshot 
of a rather artifically conceived financial 
condition, accompanied by glimpses of 
severed segments of activity, are rather 
- inadequate tools with which to limn the 
financial fabric of a business in a vital 
. fashion." Paton argued, in effect, that a 
: year's duration in a firm's life should.not 
Бе viewed as.an “annual venture" and 
that one annual report does not ade- 
quately present the financial condition of 
a firm.’ Although this. proposition is 


ANY years ago, Paton [1934, p. 
131] predicted that more atten- 


‘tion will be given to multi-period . 


1 Paton discussed the subject of cumulative reports 
elsewhere [1938, pp. 199-200; 1941, pp. 103-105]. 
Cumulative reports also were mentioned by Kester [1946, 
pp. 546-547], and in the third, fourth, and fifth editions 
of the Accountants’ Handbook [Daniels, 1943; Schindler, 


.1956; Schindler, 1970]. A decade earlier, Finney [1923, 
`Ch. 4, p. 2] described three-year cumulative statements 


convincing, accountants continue to de-. 


bate the issues of interim reporting only 


in the more narrow context of quarterly: 


- reports, even though periods ofa quarter, 
a year, three years, efc. are essentially 
alike in that they are artifically-defined 
time segments: 
The type. of cumulative reports dis- 
cussed b Paton iios p. 132] and Kester 
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in his text. The idea of a three-year financial statement . - 


can be traced to the Federal Reserve Board publication, 
Uniform Accounts [1917]. The second edition of Karren- 
brock and Simons [1953, p. 946] contáins a reference to 
cumulative reports in the index, but there appears to be 
no discussion of the subject in the text. Apparently, the 
reference was.carried.over in error from the first edition. 
Notwithstanding this early support for the concept of 
cumulative reports, the idea never really caught on. 
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[1946, pp. 546-547] took the form of 
tabular summaries in highly aggregated 
form covering 2 time period since the 
firm's inception.? This kind of financial 
. Statement may be useful and informative, 
but it is a multi-period report in very 
abbreviated form. Therefore, while the 
general argument in support of cumula- 
tive statements is persuasive, more atten- 
tion needs to be given to devising a cumu- 
lative report which (1) has a multi-period 
dimension, (2) retains the information 
provided in the annual report, and (3) 
presents these data in a clear and concise 
way. These objectives can be achieved 
using cumulative graphs [Brinton, 1914, 
Ch. IX]? 

In a cumulative graph, each point on 
the graph represents the cumulative sum 
of the variable being measured up to the 
time for which the last point is plotted. 
Cumulative graphs are particularly useful 
to depict the history of the firm for 
several reasons. First, all balance sheet 
accounts are cumulative. Therefore, if 
the cumulative additions and subtrac- 
tions in an account are plotted over time, 
the vertical difference between these two 
time series equals the book value of the 
account, Second, since the balance sheet 
and income statement articulate, a single 
graph can be used to present both state- 
ments in a multi-period framework. For 
example, the difference between cumu- 
lative income and cumulative net cash 
flows to equity interests at any point of 
time is the book value of equity.* 

Third, a cumulative graph of annual 
data covering the history of a firm since 
its inception contains information about 
any historical period of activity that the 
financial analyst might define. The graph 
reports on one-vear periods, two-year 
periods, etc. Whereas. it is usual to make 
annual comparisons over time, a cumu- 
lative graph makes it possible to com- 
pare, for example; five-year periods over 
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a 25-year period. Fourth, and at a more 
conceptual level, a cumulative graph 
helps to illuminate the nature and limita- 
tions of accounting because it under- 
Scores the fact that the interim charac- 
teristic dominates all other aspects of 
financial statements. Thus, viewing the 
activities of a going concern as a cumula- 
tive process instead of a series of annual 
ventures not only gives a clearer under- 
standing of a firm's past efforts and 
accomplishments, but it also provides a 
framework for beginning to discuss the 
nature and magnitude of the transactions 
that remain to be completed before a 
firm liquidates. At any point of time, 
these incomplete transactions are the 
central issue in accounting theory and a 
cumulative perspective of the firm forces 
the user to notice the uncertainty inherent 
in financial reports. | 

The purpose of this paper is to devise 
two graphical forms of cumulative re- 
ports: cumulative graphs of income and 
cash flows and graphs which superim- 
pose data on annual rates of return on a 
moving cumulative average multi-period 
rate of return. Data from Chrysler Cor- 
poration over the period 1923-1975 are 
used as an example to display the nature 
of cumulative reports in concrete terms. 
Before presenting the cumulative graphs, 
several issues related to the data collec- 
tion process are dealt with. 


? Paton also mentioned three-year cumulative state- 
ments that were actually in the form of three-year com- 
parative statements with averages and totals for the three 
years. However, most of the references to cumulative 
reports alluded to long-run statements, usually covering 
a period of time since the firm's inception. 

3 Graphical analysis is an expanding area of research 
[Gnanadesikan, 1977; Tukey, 1977] Although ac- 


‘countants have been aware of the value of graphical 


methods for some time [Saliers, 1923; Sec. 15; Briggs, 
1932; Vance, 1956], there has been, with the exception of 
Moriarity’s recent article [1979], almost no new work in ` 
this area since Brinton's early text which contained a 
chapter on corporation financial reports (Ch. XV). 

* [n this paper, the terms, equity and stockholders' 
equity, are interchangeable. . 
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CUMULATIVE REPORTS: A GRAPHICAL 
PRESENTATION 


Data Collection | 


The data used in this analysis were 
taken directly from the annual reports of 
Chrysler Corporation. Chrysler is used as 
an example because it has a long history, 
is in a cyclical industry, and has had 
financial problems in recent years. 

Although Chrysler's history dates back 
to 1913, a reorganization occurred in 
1921 and was not completed until 1922. 
Therefore, our study covers the period 
1923-1975.5 . 

Our methodology required that a clean 
surplus be maintained. Therefore, we 
began by preparing statements of changes 
in financial position during the time 
period being studied. This enabled us to 
isolate those procedures that violated a 
clean surplus. In the 1930s, losses were 
often written off directly to surplus, and 
“reserve accounting" was frequently used 
in the 1920s and 1940s. Typically, reserves 
for contingencies, future losses, employee 
benefits, and war-related reserves were 
expensed and charged to income in an 
orderly and systematic fashion. When the 
reserves were reversed in subsequent 
years, they were credited directly to 
surplus. The necessary adjustments were 
máde to reported data to ensure that all 
gains and losses would be reflected in the 
income account. 

Two sets of computations were made. 
First, after-tax income to stockholders, 
the book value of stockholders' equity, 
and net cash flows to stockholders were 
calculated for each year over the 53-year 
period. Cash flows to stockholders equal 
dividends and share repurchases, less 
proceeds from the sale of new equity 
securities. Second, after-tax income to 
bondholders and stockholders, the book 
value of bondholder and equity accounts, 
and net cash flows to bondholders and 
stockholders were calculated. Net income 
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in this calculation was determined before 
all revenue and expense transactions 
involving bondholders, and cash flows 
included interest payments plus bond 
redemptions less amounts received-from 
the floatation of new bonds. The first set 
of calculations views Chrysler from the 
perspective of equity interests (E). The 
second set views the firm in terms of the 
major suppliers of capital, i.e., bond- 
holders and stockholders (BE). The defi- 
nitions corresponding to cash flows under 
each of these perspectives of the firm are 
identical to those used in the financial 
theory of the firm [Haley and Schall, 
1973]. 

The basic assumptions needed to de- 
rive these data from the financial state- 
ments are that: (1) the income statement 
and balance sheet articulate; (2) there are 
no debits or credits made directly to 
equity accounts, i.e., clean surplus; and 
(3) all changes in the equity or bond- 
holder account reflect constructive cash 
flows [Ijiri, 1978, p. 343]. Constructive 
cash flows are cash flows that are deemed 
to have occurred even if they actually did 
not. For example, an exchange of com- 
mon stock for bonds may not actually 
involve cash flows, but our methodology 
requires the assumption that transactions 
of this type involve cash. 


5 Maxwell Motor Corporation, the predecessor of 
Chrysler Corporation, was organized in 1913 and under- 
went a forced liquidation and reorganization in 1921 
when the company failed. The first consolidated balance 
sheet of the new entity, a combination of Maxwell Motor 


"Corporation with Chalmers Motor Corporation, was 


issued in 1921. The reorganized company was in effect 
a purchase of Chalmers by Maxwell Motor Corporation 
which owned 95 percent of the preferred and common 
stock of Chalmers. The Board of Directors of Chalmers 
Motor Corporation "is composed of the same persons 
asthe Executive Committee of Maxwell Motor Corpora- 
tion" (Annual Report, June 1, 1921). But the reorganiza- 
tion and takeover was not finalized until 1922, and, there- 
fore, our analysis begins at the end of that year. The name 
Chrysler Corporation was adopted by the company in 
1925 when Walter Chrysler replaced William Robert 
Wilson as President and became the major stockholder 
in the firm. 
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These assumptions and the adjust- 
ments enabled us to calculate cash fiows 
in a period by subtracting from (adding 
to) income the increase (decrease) in the 
book value determined for each set of 
computations, i.e. for stockholders and 
for bondholders and stockholders. Pre- 
ferred stockholders were classified as 
bondholders and minority stockholders 
were classified as stockholders.9 

It must be pointed out explicitly that 
we have not dealt with the effect of 
changing prices in this paper. Although 
itis easy to index cash flows for the effect 
of inflation, the appropriate techniques 
for adjusting accounting numbers like 
income and book value remain a matter 
of dispute. Therefore, the data in this 
presentation have not been adjusted for 
the changing purchasing power of the 
monetary unit. | 


Cumulative Income and Cash Flows 


In a graph of cumulative income and 
cumulative cash flows, each point repre- 
sents total income (or total cash flows) up 
to the time for which the last point is 
plotted. 

Cumulative graphs of income and cash 
flows have three important characteris- 
tics. First, the rate of change in income or 
cash flows over any short period of time 
can be approximated by the slope of the 
straight-line **fit" through the cumulative 
points on the graph over that time period. 
Second, at any point of time in a firm's 
history, the difference between cumula- 
tive income and cumulative cash flows 
equals the net asset book value of the 
firm. Thus, the graph integrates the 
income statement and balance sheet and 
shows the growth of book value. Third, 
since total income must equal total cash 
flows when a firm liquidates because the 
book value at the end of a firm's life is, by 
definition, zero, the cumulative graph 
indicates how cash flows will have to 
behave in the future to justify the level 
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of 1nvestment (book value of firm) at 
any point of time. That is, unless a 
firm has an infinite life, either cumu- 
lative cash flows eventually must rise 
to the level of cumulative income or 
cumulative income eventually must fall 
to the level of cumulative cash flows. 
History cannot tell us the direction in 
which these time series will move, but it 
does add more concreteness to any dis- 
cussion about the relationship between 
income and cash flows. 

Figures 1 and 2 show cumulative in- 
come and cumulative cash flows in period 
t, t=1923,..., 1975, for stockholders 
(E) and bondholders and stockholders 
(BE).’ In Figure 1, cumulative income 
and cash flows reached low points in 
1935, and both series then rose until 1957, 
with income rising more rapidly than 
cash flows. Income then leveled off until 
1961 and rose dramatically until 1973. 
During this 12-year period of income . 
growth, cumulative cash flows to equity 
fell in 1963 and 1965 and then leveled off 
to about the 1958 level. Thus, despite the 
growth of income, stockholders as a 
group did not receive dividends in excess 
of their capital contributions for the 
1957—1975 period.? 

Figure 2 shows that when Chrysler is 
viewed in terms of the interests of bond- 


$ Asacheck on these calculations, we determined cash 
flows by calculating the change in book value in two 
ways. First, the book value of stockholders’ equity (E) 
and bondholders and stockholders (BE) in each period 
was determined directly from bondholder and stock- 
holder accounts. Second, these book values were calcu- 
lated indirectly from all other accounts. For example, in 
the calculation for the book value of equity, we also 
computed the book value of equity by determining the 
net book value of all non-equity accounts. This check 
uncovered a number of errors. . 

7 The dollar sign ($) means that x=*. 

[t also might have been useful to plot cumulative 
dividends on the same graph. Then the vertical difference 
between cumulative income and cumulative dividends 
would show the cumulative amount of income reinvested. 
And the difference between cumulative dividends and 
cumulative cash flows would show the cumulative 
amount of new capital contributions. 


Kx 
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FIGURE 1 
CHRYSLER CORPORATION 
CUMULATIVE CASH FLOWS AND INCOME 
STOCKHOLDERS (E) 
1923-1975 
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holders and stockholders, the graph of 
cumulative income closely corresponds to 
the time series in Figure 1. But cash flows 
show a markedly different pattern. After 
1954, cumulative cash fiows to' bond- 
holders and stockholders display a gen- 
erally declining trend, falling to virtually 
zero іп 1974.9 

Over the 1923-1975 period, income to 
bondholders and stockholders amounted 
to approximately $3.8 billion. Stock- 
holders received about $.7 billion in 


= mamng O m elm 
RQASREESESAREZaGaSESEARSISISSUSTSaanUn 
YEAR 
1= 1923, 


^ 


cash, and bondholders contributed, net, 
$.4 billion in cash, leaving a net book 


? We also calculated cumulative cash flows from 
operátions (net income plus non-cash expenses minus 
non-cash revenues) over the 53-year period. Significantly, 
the ratio of cumulative cash flows from operations to 
cumulative income to equity was approximately 1.7 at 
the end of 1939, 1.6 at the end of 1949, 2.3 at the end of 
1959, 2.5 at the end of 1969, and 3.1 at the end of 1975. In 
view of the fact that suppliers of capital were required to 
provide significant amounts of funds in the post-World 
War IJ period to maintain productive capacity, it is clear 
Paton’s argument [1963] that cash flows from opera- 
tions is an "illusion" has considerable merit. 


Brief, Merino and Weiss 485 
FIGURE 2 
CHRYSLER CORPORATION 
CUMULATIVE CAsH FLOWS AND INCOME 
BONDHOLDERS AND STOCKHOLDERS (BE) 
1923-1975 
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value of $3.5 billion. (In this period 
Chrysler paid $2.5 bilion in income 
taxes.) This 53-year history is clearly too 
short a period in which to make an assess- 
ment of what the ultimate relationship 
between income and cash flows will be. 
Indeed, any period which is less than the 
life of a firm (which would not be known 
until its demise) is "too short" a period 
for making such an assessment. Y 
The cumulative graphs show that the 
net book value of Chrysler rose rapidly 


_ since the late 1950s and early 1960s, espe- 
cially when viewed from the perspective 
of bondholders and stockholders (BE) in 
Figure 2. For further insight into Chrys- 
ler's historical performance, information 
about the rate of return on investment is 
needed. 


Analysis of Rate of Return on Investment 


There are 53 single-period accounting 
rates of return over the 1923-1975 period. 
There are 1,431 possible multi-period 
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rates of return that might be analyzed 
over this period, ie. 53 one-period 
returns, 52 two-period returns, 51 three- 
period returns, etc. Two questions arise 
in analyzing rates of return over long 
time periods. First, what kind of frame- 
work is needed to analyze multi-period 
returns? Second, how should this average 
rate of return be determined? 

The historical perspective adopted here 
is that of an analyst in 1975 who is looking 
back in time and is interested in evalu- 
ating the rate of return on book value 
from any earlier period until 1975. This 
framework requires the calculation of 
rates of return from 1923-1975, 1924— 
1975, ..., 1974-1975. The sequence of 
these 53 rates of return is a backward- 
moving cumulative average. A forward- 
moving cumulative average rate of return 
would anchor all calculations in 1923, 
and each successive cumulative average 
would show the effect on overall profit- 
ability since 1923 of adding another 
year's operation. Each successive cumu- 
lative average in the backward-moving 
average shows the effect on the cumula- 
tive average rate of return to 1975 of 
subtracting another year's operations. 
The backward-moving average moves to 
the present whereas the forward-moving 
average is anchored in the past. For this 
reason, the backward-moving average 
provides more information about the 
trend of the series of cumulative average 
rates of return. 

The multi-period rate of return for any 
interim period (j, £, in a firm's life of n 
periods, (0<j<t<n), is defined as the 
rate of return, r, that solves. 

NE NECS 
А ТЕТ 


jUirr 
NE GNE 
d+ 


+ dry . @) 


+ . 


The Accounting Review, July 1980 


where 


X;=cash flows in period i, i=j., t 
C;=book value at the beginning of 
period j 
C,+,=book value at the end of period t. 


This multi-period return also can be cal- 
culated directly from single-period finan- 
cial statements [Кау, 1976, p. 453]. 
Therefore, the definition of r is internally 
consistent with accounting data, and it 
has a more straightforward analytical 
interpretation than either a simple or 
weighted average of the single-period 
rates of return.!? 

In Figures 3 and 4 the single accounting 
rates of return for E and BE, respectively, . 
are plotted over the 53-year period (aster- 
isk). The rate of return, r, is calculated for 
1923-1975, 1924—1975, etc., and each of 
these rates of return is plotted (x) in the 
year which begins the period. For exam- 
ple, the rate of return for 1923-1975 is 
plotted in 1923. 

All figures show extremely variable 
single-period accounting rates of return 
and a much smoother pattern in. the 
backward-moving cumulative average 
rate of return. In analyzing these graphs, 
it should be borne in mind that the earlier 
cumulative average rates of return (1923— 
1975, 1924-1975, etc.), which are on the 
left, will be much more stable than the 
multi-period returns based on shorter 
periods. For example, when 1976 data 
are included in analysis, we would not 


19 The multi-period rate of return, r, may be czlcu- 
lated directly from information about income and book 
values by modifying Kay's Equations (8) and (9) [1976, 


| p. 453] to reflect discrete time instead of continuous time. 


If income and book value were constant over time or 
grew at the same rate, then the single-period accounting 
rates of return would be constant and equal to ғ. Under. 
other conditions, accounting rates of return cannot be 
interpreted this way. It should be pointed out that Kay's 
analysis assumes that the “depreciation” is а firm cen- 
cept. For the firm, depreciation (appreciation) is the 
change in its book value. Also, Kay does not seem to 
realize that cash flows, as defined in this paper, сал be 
obtained from financial statements (p. 452). 
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FIGURE 3 
CHRYSLER CORPORATION 
COMPARISON OF SINGLE AND Міл TI-PERIOD RATES OF RETURN 
STOCKHOLDERS (E) 
1923-1975 
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expect the average rate of return over the 
54-year period to differ very much from 
the 53-year period. There are two reasons 
to expect this kind of stability. First, the 
multi-period return, r, is an average. An 
average based on 54 observations cannot 
be expected to differ very much from an 
average based on 53 observations. Sec- 
cond, if we begin a discounting process in 
1923 we would not expect that cash flows 
54 years later would have much impact 


e" э э» э @ э е ө ея 
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on the calculation of r. On the other hand, 
the multi-period returns based on shorter 
periods will be unstable as we move into 
the future because these returns (right to 
left) are based on 1 period, 2 periods, 3 
periods, etc. Therefore, the right-hand 
side of this time series can be expected to 
behave like a wagging tail. Thus, if the 
profitability of Chrysler were to improve, 
the right-hand side of the graph would 
rise, i 


The backward-moving cumulative av- 
erages in both graphs show that Chrys- 
ler's rate of return was highest in the 
periods anchored in the late 1930s and 
experienced a decline since then. Rapid 
declines occurred in the mid 1940s, just 
after World War IL, and in the early 
1960s. These periods also were ones in 
which income grew at relatively high 
rates (Figures 1 and 2). However, al- 
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FIGURE 4 
CHRYSLER CORPORATION 
COMPARISON OF SINGLE AND MULTI-PERIOD RATES OF RETURN 
BONDHOLDERS AND STOCKHOLDERS (BE) 
1923-1975 
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though income was growing rapidly in 
these periods, cash flows to suppliers of 
capital was on the verge of a steady 
decline (BE, Figure 2) or beginning along 
period of virtually no growth (E, Figure 
1). Thus, the rapid increase in the book 
value of Chrysler was accompanied by a 
declining rate of return. 

We also calculated, but did not graph, 
the forward-moving cumulative average 
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which provides the analyst with informa- 
tion about long-term profitability. Thus, 
for cumulative average rates of return 
anchored in 1923, the return to bond- 
holders and stockholders (BE) stabilized 

: at .111 by 1923-1941 and varied by only 
.01 as the period 1923-1941 is stretched 
to 1923-1975. The return to equity (E) 
was .121 in the period 1923-1941, rose to 
.138 in the period 1923-1955, and fell to 
.130 in the 1923-1975 period. This kind 
of information was recently discussed in 
a study of the profitability of the Suez 
Canal over the period 1859-1956 [Han- 
sen and Tourk, 1978].1! 


CONCLUSION 


Using data from Chrysler Corporation 
as an example, this paper has devised two 
graphical forms of cumulative reports. 
The first shows the year-by-year relation- 
ship between cumulative income and 
cumulative net cash flows to suppliers of 
capital. The second shows the over-time 
relationship between annual rates of 
return on capital and a backward-moving 
cumulative average rate of return. 

Figures 1 and 2 show that the connec- 
tion between earnings and net cash flows 
to suppliers of capital is a very long-run 
concept since only a fraction of Chrysler's 
income has been translated into positive 
net cash flows to bondholders and stock- 
holders. But if this is true, in what sense 
can one argue that financial statements 
for a short-time period should reflect the 
cash flows that suppliers of capital will 
ultimately receive and how can this objec- 
tives be achieved [cf. FASB, 1976]? 

While the emphasis in accounting today 
is on using financial statements to provide 
information about future earning power, 
might not some useful insights be ob- 
tained into these vexing conceptual issues 
by studying the actual long-term relation- 
ship between the past and the present? 
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Thus, the cumulative report might be a 
foundation stone for bringing some 
critical issues in accounting into sharper 
focus. It could force us to notice what we 
never expected to see in the same way 
that any "exploratory data analysis" 
might aid in achieving this objective 
[Tukey, 1977, p. vi]. | 

Figures 3 and 4 provide additional 
insight into the profitability of Chrysler. 
These graphs show that whereas the 
amount being invested by Chrysler have 
been rapidly growing since the late 1950s, 
the cumulative average rate of return on 
investment has been declining steadily. 
Whether Chrysler's rate of return will 
continue at present levels or rise in the 
future clearly cannot be determined from 
these cumulative statements. What can 
be obtained from these graphs is a clear 
description of the firm's historical per- 
formance and a greater appreciation of 
the interim. characteristic of financial 
statements. 

The availability of computers has 
reduced the cost of preparing cumulative 
reports and has made available a number 
of other data analytic techniques which 
were not practical tools of analysis in 
earlier times. The development of new 
kinds of financial statements is long 
overdue, and this intriguing area of re- 
search needs further exploration. Al- 
though this paper has only scratched the 
surface of the subject, itis plain to us that 
more effort should be expended in de- 
vising new ways to present financial 
data in accounting reports so that users of 
financial statements, not just accounting 


11 As previously noted, no adjustments to the data 
were made for the effect of changing prices. However, 
Since the long-term forward-moving cumulative average 
rate of return becomes stable as the time horizon length- 
ens, it would have been possible to estimate the real rate 
of return over the 1923-1975 period by subtracting the 
average rate of inflation over the 53 years from the 
nominal rate of return, r [Kay, 1976, p. 460]. 
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researchers, will be provided with more standing, of the data that accountants 
analysis, as well as an improved under- produce., 
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Faculty Members. 
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ABSTRACT: This study. measures and examines variables that accounting doctoral 
students and accounting faculty members use in selecting a teaching position. Differ- 
ences in perceptions of variable importance between doctoral students and faculty are 
analyzed using factor analysis and a ranking procedure. While the analysis indicated 
that some similarities exist in the perceived importance attached to m criteria by the 


` ECRUITING accounting faculty con- 
_tinues to be a difficult task. Candi- 
dates are faced with a variety of 
characteristics that must be identified and 
evaluated in selecting a school at which 
to accept a teaching position. This 
process is influenced by the preferences 
of the candidates and their perceptions 
of what a school has to offer. Because 
each school offers its own special combi- 
nation of elements, the candidates must 
make tradeoffs in deciding what сһагас- 
teristics they deem most important. 
This study analyzes certain variables 
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that accounting doctoral students and 
faculty members consider when selecting 
a teaching position. The results should be 
useful to both the candidates and the 
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recruiters. Candidates can compare their 
requirements against the study's results. 
Such comparisons could help assess their 
expectations. Also, schools should be 
able to improve the effectiveness of their 
recruiting process if they understand the 
preferences and priorities of candidates. 


METHODOLOGY 


The information collected for this 
study can be classified into two parts. The 
first part involves an importance rating 
of selected variables covering a broad 
range of job characteristics. The second 
concerns the following topics: salary and 
research fund expectations, desired em- 
phasis to be given to certain criteria for 
promotion and tenure, preferences on 
academic program mix, work load re- 
quirements, location preferences, and 
various demographics on the respon- 
dents. 

Subjects selected for the study totaled 


618 and were divided into three cate- 


gories: (1) accounting doctoral students 
(237), (2) accounting faculty members at 
schools with accounting doctoral pro- 
grams (176), and (3) accounting faculty 
members at schools without accounting 
doctoral programs (205). An overall 
response rate of 61 percent was obtained, 
with 375 questionnaires returned. The 


response rates within each category were: . 


doctoral students (62 percent), faculty at 
doctoral program schools (58 percent), 
and faculty at non-doctoral program 
schools (61 percent). 

The list of Ph.D. students included in 
the study was compiled from several 


sources, The 1978 AAA Doctoral Con- ` 


sortium directory [1978a] and the 1978 
AAA Convention resumé booklet [1978b] 
were used in developing the list. In addi- 
tion, chairmen of 60 accounting de- 
partments were asked to provide names 
of currently enrolled students. These 
procedures were necessary because one 
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source with a complete listing was not 
available. 

To examine whether changes i in prefer- 
ences and evaluations of school charac- 
teristics occur after being a faculty 
member for a few years, the study com- 
pared the responses of doctoral students 
with those of seasoned faculty members. 
The faculty chosen for the study all had 
received either a Ph.D. or a D.B.A. 
during the period 1972-1975. Because the 
existence of a doctoral program could 
influence faculty preferences and evalu- 
ations, the faculty were classified as to 
whether their accounting programs 
granted a doctorate. АП of the faculty at 
schools granting the doctoral degree 
listed in an accounting faculty directory 
[Hasselback, 1978] for that period were 
considered in the study along with the 
majority of faculty at schools not grant- 


. ing a Ph.D.! 


Prior to eliciting responses from these 
subjects, the characteristics that are 
relevant to the job selection decision had 
to be identified. To do this, 90 business 
faculty members and doctoral students 
were sent an initial questionnaire that ` 
asked them to indicate, in an open-ended 
format, the factors that were important 
to them in selecting an academic teaching 
position. Their responses were listed and 
grouped by similarity and by frequency. 
A representative selection of 30 variables 
was drawn from this list to cápture each 
distinct factor that was often cited. 

These 30 variables were randomly 
listed and placed in the second question- 
naire. Respondents were asked to rate 
each variable on a four-point unipolar 
scale weighted as follows. 


1=Not at all important 
2 —Slightly important 


! A number of the faculty at schools not granting a 
Ph.D. or D.B.A. were randomly eliminated to reduce the 
group sample to around two hundred names, 
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3— Quite important 
4 = Extremely important 


Average importance scores on each of the 
30 variables were computed for doctoral 
students, all of the faculty, faculty at 
schools with accounting doctoral pro- 
grams, and faculty at schools without 
accounting doctoral programs, and 
group differences were analyzed using 
the Mann-Whitney U.? To determine the 
perceived similarities between the de- 
cision variables for each group, the 30 
job characteristics also were factor- 
analyzed. 

Additional data on such (орі аѕ 
expected base salary, amounts of supple- 
mental research grants, preferences on 
the criteria to be used for granting tenure 
etc. were elicited via open-ended ques- 
tions. 


RESULTS 
Variable Ranking 


Table 1 summarizes the rankings of the 
average importance scores for the 30 job 
variables along with statistical group 
differences. Compatibility with other 
faculty and criteria used for promotion 
and tenure were the top two choices 
of doctoral students, each receiving a 
rating between “quite important" and 
“extremely important.” Both faculty 
categories believed these to be important 
variables; however, the rankings dropped 
to 2 and 3 and 3 and 4 for faculty at 
schools with doctoral programs and 
faculty at non-doctoral program schools, 
respectively. The importance scores were 
not significantly different for both vari- 
ables across groups. Given the present 
mobility of the profession, it is interesting 
to note the high ranking given to promo- 
tion and tenure criteria by Ph.D. students 
when making their first job decision. 
With respect to the tenure issue, subjects 
were asked whether they believed pub- 
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lishing should be required for tenure. 
Eighty-one percent of the candidates 
believed it should, while 83 percent of the 
faculty at Ph,D.-granting schools and 58 
percent of the faculty at non-Ph.D.- · 
granting schools thought publishing 

should be required. 

Support available for research such as 
research assistants, release time, and 
secretarial assistance was ranked first by 
faculty at schools with doctoral pro- 
grams. Compatibility with other faculty 
was a close second. Clear statistical differ- 
ences on the importance of the research 
support variable were evident among the : 
groups. The variable was ranked seventh 
by the students and sixteenth by non- 
doctoral program faculty. 

The top two choices of faculty at 
Schools not granting a Ph.D. were geo- 
graphic location in terms of a particular 
part of the country, and base salary. 
While doctoral students and faculty at 
doctoral program schools rated geo- 
graphic location highly (3.01 and 3.07), 
their importance scores were significantly 
lower than that of the. non-doctoral 
program faculty. Also, the relative rank- 
ing dropped to 8, 9 and 7, 8 for the 
students and Ph.D. program faculty, 
respectively. An urban versus rural loca- 
tion variable was ranked much lower 
than the geographic variable, with the 
importance scores for all categories being 
within the range of slightly important to 
quite important. When asked to express 
their geographic preference by ranking 
five areas of the country, the order of the 
rankings was the same in all three groups. 
The Southeast and the Southwest were 
the first and second choice. The Midwest 
and the Northwest were third and fourth, 


? Given the scaling technique used, the non-parametric 
Mann-Whitney U was utilized so as to avoid the more 
rerestrictive assumptions (e.g., interval measurement, 
normality) of the parametric t-test. 
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TABLE 1 
MEAN IMPORTANCE SCORES AND RANKINGS OF SCHOOL CHARACTERISTICS 





Faculty at Faculty at 
Ph.D. All Ph.D.-Granting Schools not 
Students Faculty Schools Granting Ph.D. 


Mean Rank Mean Rank Mean Rank Mean Rank Significance 


Compatability with other faculty and 
department head ~ 340 1 3.336 1 337 2 3.334 3 
Criteria used for promotion and ten- 
ure decision: e.g., relative emphasis 
on teaching, research, writing, 


service 328 2 333 3 3.33 3 3.33 4 
Library and computer facilities 3.19 3 3.04 7 3.00 6 3.00 9,10 1 3 
Opportunity to teach desired courses 3.15 4 3.08 6 30 9 3.13 5 
Teaching load 3.13 5 3.19 5 3.29 4 310 7 4 
Base salary 312 6 3.34 2 328 5 3.39 2 1*2 3* 
Support available for research: e.g., 

research assistants, release time for 

research, secretarial assistance 304 7 3.03 8,9 3.38 1 2.74 16 2% 3* 4* 
Spouse's evaluation of the area 3.01 8,9 3.02 10 298 10,11 3.05 8 
Geographic location of school: i.e., 

particular part of country 301 8,9 3.29 4 3.07 7,8 347 1 1*  3*4* 
Background, interests, and research 

orientation of other faculty 2.97 10,11 285 14 3.07 7,8 2.67 19,20 3* 4* 
Quality and motivation of students 2.97 10611 2.97 11,12 298 10,11 2.97 1112 
Existence of Master's program 2.96 12 2.73 18 2.88 15,16 261 22,23 1 3*4 
Likelihood of obtaining tenure 2.91 13 3.00 8,9 2.92 13 312 6 3 
Cost of living in area 277 14 2.81 16 2.84 17 2.79 14 
Salary history and salary projection i 

for school . 276 15 2.97 11,12 2.93 12 3.00 9,10 1*2 3* 
Available recreational and cultural 

activities 2.74 16 2.76 17 2.74 19,20 2.78 15 
Location of school: i.e., urban vs. rural 2.70 17 2.82 15 2.65 23 2.97 11,12 3 4 
Availability of supplemental research 

grants М 2.65 18 237 27 - 2.74 19,20 207 28 1* 3* 4* 
Fringe benefits package 2.63 19 2.58 21 2.42 24 2.71 17,18 4* 
Prestige of school or department 2.60 20 2.67 19,20 277 18 2.58 25 ` 
Availability of funds for travel to meet- 

ings | 2.57 21 2.87 13 291 14 2.83 13 I* 2* 3* 
Job opportunities for spouse 249 22 2.10 29 203 29 246 27 1* 2* 3 
Availability of summer teaching 2.47 23 . 2.54 23 2.30 27 271 17,18 3 4* 
Amount of committee work 244 24 2.53 24 2.69 · 21 241 26 à 4* 


Distribution of decision-making 
power: among schools within uni- 
versity; among departments within 


business school 243 25 267 1920 267 22 2.67 19,20: 1*2 3* 
Existence of Ph.D. program 241 26 224 28 2.88 15,16 1.73 30 ` 2* 3% 4* 
Physical facilities: e.g., condition of 

faculty offices, classrooms, etc. 239 27 2.56 22 240 25 2.61 22,23 3 4 
Class size 2.34 28 2.50 25 2.37 26 2.60 24 3* 4 
Consulting opportunities ` 228 29 2.46 26 225 28 2.64 21 3* 4* 
Family ties in region 176 30 1.91 30 1.73 30 2.06 29 3 4 





Significance at .01 level, 

1*—Ph.D. Candidates vs. АП Faculty. 

2*—Ph.D. Candidates vs. Faculty at Ph.D.-Granting Schools. 

3*—Ph.D. Candidates vs. Faculty at Schools not Granting Ph.D. 

4*—Faculty at Ph.D.-Granting Schools vs. Faculty at Schools not Granting a Ph.D. 
If no *, significant at .05 level. 
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while the Northeast was ranked last.? 
When asked to express an urban versus 
rural location preference the subjects 
responded as follows: doctoral students, 
urban- 54 percent; faculty at doctoral 
program schools, urban=41 percent; 
faculty at non-doctoral program schools, 
urban =47 percent. 

While still considered quite important, 
it appears that less importance is at- 
tached to base salary by the Ph.D. stu- 
dents than by the faculty. Statistical 
differences between students and each 
faculty category were detected on this 
item; however, no statistical difference 
was found between the two faculty cate- 
gories. The respondents were asked to 
indicate their base salary expectations 
for a school where they would expect to 
accept a position. The average salaries 
indicated were: $22,476 for doctoral 
students, $27,354 for faculty at schools 
without a doctoral program, and $28,633 
for faculty at doctoral program schools. 

The two variables ranked lowest by 
doctoral students were consulting op- 
portunities and family ties in a region. 
Consulting opportunities received an im- 
portance score just above “slightly im- 
portant” (2.28), and family ties received a 
score below “slightly important" (1.76). 
Both doctoral students and faculty at 
doctoral program schools gave less 
weight to the importance of consulting 
than did the faculty at non-doctoral 
program schools. While all groups gave 
it a rating between “slightly” to “quite 
important,” faculty at non-doctoral pro- 
gram schools gave it a rating closer to 
“quite important.” Statistical differences 
were found on the average importance 
scores between this faculty category and 
other faculty and doctoral students. 
Family ties placed at the bottom of the 
list for faculty at doctoral program 
schools, and non-doctoral program 
school faculty ranked only one item 
lower than family ties: the existence of a 
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Ph.D. program. Despite the similarities 
in rankings, the importance scores given 
family ties by non-doctoral program 
faculty were somewhat higher and statis- 
tically different from the other two sub- 
ject categories. Doctoral students and 
faculty at doctoral program schools 
differed somewhat on the importance of 
a Ph.D. program, but both groups gave 
it far more weight than did the other 
faculty category. With a rating score 
near “quite important" (2.88), the faculty 
at doctoral program schools gave it the 
highest average importance score. . Sta- 
tistical differences between each of these 
groups were detected on these scores. 

Although most of the respondents 
considered library and computer facilities 
to be at least "quite important,” it is 
interesting to note the high ranking 
given by Ph.D. students. This result is 
probably due to the fact that most are 
working on dissertations, and are keenly 
aware of the importance of these 
facilities. 

Significant differences were found in 
the importance attributable to travel 
funds, with both faculty categories be- 
lieving the funds to be more important 
than the Ph.D. students. When asked to 
indicate the number of paid meetings 
they realistically expect from a school per 
year, the mean response of doctoral stu- 
dents. was 2.21, 2.56 for faculty at doc- 
toral program schools, and 2.35 for other 
faculty. 

While availability of supplemental re- | 
search grants was ranked lower than the 
support for research item by all subject 
categories, students and faculty at doc- 
toral program schools gave it a signifi- 
cantly higher importance score than did 
faculty at non-doctoral schools. When 
asked to indicate the amount of supple- 
mental research money provided per 

3 Given that the responses were anonymous, the im- 


pact of returns from various parts of the country could 
not be determined. 
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year that they would expect in a new job, 
the subjects responded with the following 
averages: $2,159 for faculty at non- 
doctoral program schools, $3,220 for 
doctoral students, and $3,854 for faculty 
at doctoral program schools. 

Opportunity to teach desired courses 
and teaching load uniformly received 
high importance scores above "quite 
important" from all groups. Teaching 
load was given the most weight by the 
faculty at doctoral program schools. The 
only statistically significant difference on 
the two criteria was for teaching load 
between the two faculty categories. Else- 
where in the study, when asked to indi- 
cate their average-course-load-per-term 
expectations, the subjects responded as 
follows: faculty at doctoral program 
schools, 2.36 per term; doctoral students, 
2.50 per term; and faculty at non-doc- 
toral program schools, 2.82 per term. 
Each difference was significant at the .01 
level. The availability of summer teaching 
was considered significantly more impor- 
tant by faculty at non-Ph.D. granting 
schools than by Ph.D. students or other 
faculty. 

Uniformly high importance scores of 
near “quite important" were given to the 
variable "concern for spouse's evaluation 
of the area" by all groups. No statistical 
differences were found among the groups 
on this criterion. All groups gave less 
importance to job opportunities for a 
spouse than gave to a spouse's evaluation 
of the area. Doctoral students gave it the 
most weight (2.49), while faculty at 
doctoral program schools gave it the 
least weight (2.03). Statistical differences 
were detected between the doctoral stu- 
dents and each faculty group. 

It is interesting to note that the number 
of significant differences between stu- 
dents and faculty at non-doctoral pro- 
gram schools were far greater (19 out of 
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30) than between the students and faculty 


at schools offering a doctorate: (8 out of 
30). 

Some profile data on the respondents 
might help put the previous analysis in 
perspective. Of the 148 doctoral students 
returning the questionnaire, 68 percent 
indicated that they intended to accept a 
teaching position for the 1979-80 aca- 
demic year. Satisfaction of the faculty 
with their current position was measured 
on a seven-point scale ranging from 
extremely dissatisfied to extremely satis- 
fied. The faculty responded with an aver- 
age rating of between slightly to quite 
satisfied. When asked if they were cur- 
rently in the job market, 16.3 percent of 


. the faculty indicated yes, and 27.8 per- 


cent of the faculty who indicated that 
they were not currently in the market 
anticipated being so in the future. Aca- 
demic. rank of faculty respondents from 
non-doctoral program schools were: as- 
sistant professor 17.6 percent, associate 
professor 60.8 percent, and full professor 
21.6 percent. Academic rank of faculty 
respondents from doctoral program 
Schools were: assistant professor 34.3 
percent, associate professor, 61.8 percent, 
and full professor 3.9 percent. The 
average age of Ph.D. students, doctoral 
and non-doctoral program faculty was 
32, 36, and 40, respectively. Also, the 
percentage of males dropped from 94 
percent and 92 percent for the faculty 
categories to 83 percent for the doctoral 
students. 


Factor Analysis 


Responses to the 30 statements were 
factor-analyzed to ascertain the items 
that were similarly grouped for the Ph.D. 
students and faculty members. A varimax 
rotation was utilized which orthogonal- 
izes the factors and thereby eliminates 
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TABLE 2 
FACTOR GROUPINGS OF SCHOOL CHARACTERISTICS 


Faculty at 
Faculty at Ph.D. - Schools not 
Granting Granting 


Ph.D. Students. АП Faculty Schools a Ph.D. 


1) Base.Salary 1 
2) Salary history and salary projection for 
: School 1 
3) Fringe benefits package 1 
` 4) Cost of living in area 1 
5) Availability of summer teaching 
- 6) Support available for research: research as- 
sistants, release time for research, secretarial 
assistance 
7) Availability of supplemental research grants 
8) Existence of Ph.D. program 
9) Availability of funds for travel to meetings 
10) Library and computer facilities 
11) Teaching load 
12) Job opportunities for spouse 
13) Spouse’s evaluation of area 
14) Family ties in region 
15) Consulting opportunities 
16) Class size I 
17) Opportunity to teach desired courses 
18) Prestige of school or department 
19) Compatibility with other faculty and de- 
partment head 
20) Background, interests, and research orien- 
tation of other faculty 
21) Quality and motivation of students 
22) Existence of Master's program 
23) Criteria used for promotion and tenure de- 
cisions: e.g., relative emphasis on teaching, 
research, writing, service 
24) Likelihood of obtaining tenure 
25) Available recreational and cultural activities 
26) Location of school: i.e., urban vs. rural 
27) Geographic locaticn of school: i.e., particu- 
lar part of country 
28) Physical facilities: 2.g., condition of faculty 
offices, classrooms, etc. 
29) Amount of committee work 
30) Distribution of Cecision-making power: 
among schools within university; among 
departments within business school 
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Percent of Total Variation Explained 64.5% 


interfactor multicollinearity. Table 2 
lists the statements and indicates the 
factor that the statement loaded on for 
each of the subject groups. A loading of 


61.7% - 69.5% 67.0% 


* An orthogonal rotation. was utilized in order to 


. identify essentially independent dimensions in the vari- 


able set. This constraint is not present with an oblique 
rotation, where interfactor correlation may exist. 
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.5 was used as the cutoff point.? No item 
loaded above the cutoff on two or more 
factors. Ten factors were extracted from 
the Ph.D. students and divided faculty 
classes, while nine factors were extracted 
for the aggregated faculty category given 
an eigenvalue cutoff of 1.0. The percent- 
age of total variation explained ranged 
from 61.7 to 69.5. 

While a few single-item independent 
factors are evident, a number of factor 
groupings raise some interesting observa- 
tions concerning the school characteris- 
tics that are viewed as capturing distinct 
dimensions by each subject category. 

Variable loadings on the first factor for 
Ph.D. students clearly indicate a financial 
dimension, as evidenced by the following 
items: base salary, salary history and 
projection, cost of living in area, and 
fringe benefits package. With the excep- 
tion of salary history, all of these items 
loaded on factor two for the all-faculty 
class. The availability of summer teaching 
also rotated into this factor. When the 
faculty was subdivided, faculty at Ph.D.- 
granting schools grouped base salary, 
salary history, and fringe benefits on 
factor 2, while factor 1 for faculty at 
schools not granting a Ph.D. eliminated 
from this group salary history and 
included availability of summer teaching. 

Factor 2 for Ph.D. students concerned 
research support (e.g., items 6 and 7). 
Identical results were obtained for faculty 
at non-Ph.D. schools, but differences 
arose for faculty at Ph.D.-granting insti- 
tutions. Along with research support such 
as assistants and release time and the 
availability of research grants, the follow- 
ing items were grouped: the availability 
of funds for travel to meetings, existence 
of a Ph.D. program, library and com- 
puter facilities, and teaching load. Thus, 
these variables appear to be viewed as 
being indicative of a school's research 
opportunities by faculty at Ph.D. schools, 
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while they represent different dimensions 
for Ph.D. candidates and other faculty. 
For example, teaching load grouped with 
another teaching characteristic (class 
size) for Ph.D. candidates, and with other 
non-research variables such as oppor- 
tunity to teach desired courses and physi- 
cal facilities of classrooms and offices for 
faculty at schools not granting a Ph.D. 


. Interestingly, faculty at Ph.D.-granting 


institutions view the existence of a Ph.D. 
program to be associated with research 
opportunities, while Ph.D. candidates 
view a Ph.D. program to be related to the 
prestige of the school or department 
(factor 8). Generally similar variables 
loaded across the groups for dimensions 
relating to a spouse's evaluation of the 
area, family ties, and compatibility with 
and interests of other faculty. 

The first two factors for each group 
concern either financial or research char- 
acteristics. Given that these dimensions 
explain a greater proportion of the re- 
sponse variation than the other factors 
extracted (capturing 46.3 to 60.3 of the 
common variance), an analysis of the 
importance attributable to these dimen- 
sions can provide interesting insights into 
the subjects' perceptions of overall school 
characteristics. 

Table 3 presents the mean responses of 
the variables that loaded on the financial 
and research dimensions for the students 
and divided faculty groups." As can be 
seen, Ph.D. students view both dimen- 

5 A cutoff loading was selected so that eàch variable 
would be clearly associated with a given factor. When 
the loading cutoff was dropped below .5 (e.g., to .4) a 
number of variables loaded on two different factors. 


$ Additional factors extracted when the eigenvalue 
cutoff was reduced resulted in primarily single-item 


- factors and therefore are not reported. 


7 That is, those variables associated with financial and 
research factors for each group were averaged inde- 
pendently of the variable loadings for the other subject 
categories. Since a few variables considered to be finan- 
cial or research dimensions by the separate faculty 
categories were not represented in the all-faculty factor 
analysis, data for this group are not presented. 
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| TABLE 3 
IMPORTANCE OF FINANCIAL AND RESEARCH DIMENSIONS FOR PH.D. STUDENTS AND FACULTY 
Faculty at Ph.D.- Faculty at Schools not 
Dimension Ph.D. Students Granting Schools Granting a Ph.D. Significance 
Financial 2.82 2.88 2.90 
Research 2.84 3.05 2.41 ] 2* 3* 


Significant at .01 level. 


1*—Ph.D. Candidates vs. Faculty at Ph.D.-Granting Schools. 
2*— Ph.D. Candidates vs. Faculty at Schools not Granting a Ph.D. 
3*—Faculty at Ph.D.-Granting Schools vs. Faculty at Schools not Granting a Ph.D. 


If no *, significant at .05 level. 


sions to be of about equal importance. 
The importance attributed to financial 
variables is very similar to the responses 
of the faculty categories, all being close to 
“quite important” (i.e., 2.88 and 2.90). 
However, differences arise for the re- 
search dimension. Here the candidates’ 
importance measure lies between the 
perceived importance of faculty at Ph.D.- 
granting schools (viewed as being "quite 
important,” 3.05) and other faculty 
(2.41). In addition, faculty-at Ph.D.- 
granting schools view research character- 
istics to be more important than financial, 
while the reverse is true for other faculty. 

Of the variables loading on the finan- 
cial and research dimensions, the most 
and least important in each dimension is 
identical for the Ph.D. students and both 
faculty categories. That is, base salary 
was consistently the most important and 
fringe benefits the least important of the 
financial variables, while support avail- 
able for research such as release time, 
assistants, and secretarial assistance was 
the most important research variable, 
and supplemental research grants was the 
least important. In fact, availability of 
funds for travel to meetings, existence of 
a Ph.D. program, library and computer 
facilities, and teaching load all were 
considered to be more important than 
research grants for faculty at Ph.D.- 
granting schools. 


Additional Data 

“Criteria used for promotion and 
tenure decisions” was ranked second 
most important by Ph.D. students, third 
for faculty at Ph.D. granting schools, and 
fourth for other faculty. Thus, it appears 
to be an extremely important variable 
in job selection. To provide further data 
on this issue, subjects were asked to 
divide 100 points to indicate the relative 
emphasis they would like a school to 
place on teaching, publishing, and ser- 
vice. The results are reported in Table 4 
along with the relative emphasis desired 
on differing levels of education. As can 
be seen, Ph.D. students generally desire 
about half of the emphasis be given to 
teaching, a third to publishing, and the 
remainder to service. While these figures 
do not differ significantly from those of 
the all-faculty class, significant differ- 
ences did arise when the faculty was 
divided. Emphasis on teaching dropped 
to 44 percent for faculty at Ph.D.-grant- 
ing schools and rose to 57 percent for 
non-doctoral program faculty, and the 
publishing emphasis rose to 37 percent 
and dropped to 25 percent, respectively. 
While the difference in desired priorities, 
teaching versus publishing, is the greatest 
for faculty at schools not granting a Ph.D. 
(57 percent vs. 25 percent), some of these 
faculty members apparently believe that 
publishing should have an influential role 
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TABLE 4 
RELATIVE EMPHASIS DESIRED ON PROMOTION CRITERIA AND EDUCATION LEVELS BY PH.D. STUDENTS AND FACULTY 


Ph.D. Students All Faculty 
Mean S.D. Mean 
Criteria for Promotion and 
Tenure 
Teaching 49.7% 14.9 51.4% 
Publishing 33.2 16.1 30.6 
Service 17.1 9.3 18.0 
Levels of Education | 
Undergraduate 48.9 16.3 51.6 
Masters 322 11.3 313 
Doctoral 18.9 13.1 17.1 


Significant at .01 Level. 
]*—Ph.D. Candidates vs. АП Faculty. 


159 44.5% 146 
170 374 176 249 143 3+ 4* 


Faculty at Schools 
Faculty at Ph.D.- — not Granting 
Granting Schools a Ph.D. 
Mean S.D. Mean S.D. 


Significance 


57.0% 14.66 2* 3* 4* 


97 181 92 181 102 


20.6 422 19.9 59.3 179 2* 3* 4* 
12.9 34.0 13.4 29.1 12.1 3 4* 
15.1 23.8 23.9 11.6 12.5 2* 3* 4* 


2*— Ph.D. Candidates vs. Faculty at Ph.D.-Granting Schools. 
3*— Ph.D. Candidates vs. Faculty at Schools not Granting a Ph.D. 
4*— Faculty at Ph.D.-Granting Schools vs. Faculty at Schools not Granting a Ph.D. 


If no *, significant at .05 level. 


in the promotion decision. This view 
reflects the findings previously reported 
that а school's research characteristics 
were viewed to be between "slightly" to 
“quite important" for this faculty class. 

Responses to the emphasis placed on 
differing levels of education revealed 
primary emphasis on undergraduate, 
followed by master's and doctoral pro- 
grams. However, significant differences 
were evident between groups. As with 
many of the responses previously an- 
alyzed, Ph.D. students appear to lie 
between the two faculty categories, im- 
plying a division of the students when 
selecting a job. 


CONCLUSION 


This study investigated the perceived 
importance and similarity of various 


criteria used. by accounting Ph.D. stu- . 
dents, faculty at Ph.D.-granting institu- 
tions and faculty at schools not granting 
a Ph.D. when selecting a teaching posi- 
tion. The rankings reported can provide 
useful data for doctoral students in 
assessing their prior expectations and for 
universities in the recruiting process. 

The analysis revealed that significant 
differences exist in the perceived impor- 
tance attached to many of the criteria 
between Ph.D. candidates and faculty. 
Differences between doctoral students 
and faculty at schools not granting a 
Ph.D. were considerably greater than 
those between the students and faculty at 
doctoral program institutions. Also, dif- 
ferences arose in variable groupings on 
certain key factors representing financial 
and research dimensions for each of the 
three subject categories. 
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The Effects of Personality on a 
Subject's Information Processing: 
A Comment 


Jamie Pratt 


ССнЕЕ, Shields and Birnberg 

(MSB) [1978] reported on an 

empirical test of the effects of 
tolerance for ambiguity and decision 
style on various information processing 
models and behaviors. Their results 
failed to indicate that these variables can 
explain a significant portion of informa- 
tion-processing variance. Thus, MSB 
concluded that the task and processor- 
task interaction would have a heavier 
impact upon information processing than 
would personality traits. Although this 
conclusion is consistent with current 
psychological theories, it does not follow 
‚ from the results of their empirical tests. 
First, incomplete conceptualizations lead 
to misunderstandings concerning the 
difference between personality and cog- 
nitive style. Second, the experimental 
‘design does not reflect the current state- 
of-the-art of human information process- 
ing research. Finally, the presence of 
methodological problems and question- 
able operational definitions confound the 
interpretation of their results. 


PERSONALITY AND COGNITIVE STYLE 


In the psychological literature, two 
interpretations of personality have been 
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proposed. The traditional trait model, 
apparently adopted by MSB, views per- 
sonality as a set of very general attitudes 
or beliefs that are relatively stable over 
time and across different settings. Most 
advocates of this position believe that the 
development of these traits is complete 
quite early in life [Gough, 1976]. An 
alternative interpretation, the state 
model, proposes that personality consists 
of attitudes or beliefs that are a function 
of environmental states. Drawing sup- 
port from the inability of personality 
trait variables systematically to explain 
behavior across different settings, this 
view implies that the notion of relatively 
stable personality traits may be incorrect 
[Mischel, 1968, 1969, 1973; and Buss, 
1977]. Accordingly, researchers contend 
that the methodological and theoretical ' 
limitations concerning personality traits 
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are likely to limit their future importance 
to behavioral researchers [Mitchell, 
1979]. 

Thus, the importance of personality to 
financial accounting research is unclear. 
Those researchers adopting. the trait 

.model have proposed that accountants 
should attempt. to design information 
sets to match the personality traits of 
various-user groups. Those researchers 
adopting the state model would argue 
that accountants can influence user per- 
sonalities toward more effective decision 


making through changes in information 


sets. However, the problems of. person- 
ality definition and measurement and the 
lack of common personality traits within 
user groups limit the usefulness of either 
strategy. р 

Unlike personality, which consists. .of 
attitudes or beliefs, cognitive style refers 
to the methods by which individuals 


receive, store, process, and transmit in- .. 


formation. These methods may ‘be 
learned over time and may. vary across 
different settings. While personality and 
cognitive stylé may be related, in that 
attitudes and beliefs provide a basis for 
organizing or processing information, 
individuals with the same: personalities 
may use different cognitive processes in 
arriving at decisions. There. is clearly a 


distinction between what an individual. 


thinks (personality) and the way an indi- 
vidual thinks (cognitive style).! 


. Considering the distinctions. between 


personality and cognitive style, it is curi- 
ous that MSB describe both intolerance 
for ambiguity (ТА) and decision style 
(DS) as personality variables (p. 62). 


While IA may be viewed as a personality ` 
- variable, in that it represents an individ- 


ual’s general attitude or belief on a par- 
ticular phenomenon [Budner, 1962], DS 
is clearly a measure of cognitive style. As 
Driver and Mock [1975] point out, “Two 
. dimensions of information processing 
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are postulated [by DS theory]; amount of 
information used and. degree of focus” 
(p. 496). DS clearly refers to methods of 


information processing rather than to- 


individual attitudes or beliefs.. 

In general, personality and cognitive 
style variables have explained little vari- 
ance in behavior. Recent information 
processing research has shifted from 
these variables to examinations of task 


. variables, which have generally éxplained 


more behavioral variance [Sarason et al., 
1975]. Many behavioral researchers con- 


-sider the task to be a far more promising 


area. of study than either personality or : 
cognitive style. For instance, much of the 
recent behavioral work has relegated 
personality variables to the role of moder- 
ating the relationship between task vari- 


ables and human behavior [Mitchell, 


1979.: . 

Distinctions among personality, cogni- - 
tive style, and the task are particularly 
important to accounting researchers. 
While the uncertain nature of personality 
suggests few avenues.of fruitful research 
to accountants, the natures of cognitive .. 
style. and the task provide potentially 
productive approaches. The role of finan- © 
cial accounting is to provide information 


‘for financial decision making. Since 


different financial decisions (tasks) re- 
quire different information, accountants 
should be interested in the nature and 
effects of the task on financial decisions. 
Cognitive style depicts the methods by 
which individuals. make these financial 
decisions. The sensitivity of these meth- 


. ods to learning implies that changes in. 
‘the information set can induce changes in 


cognitive style. Thus, accountants may 
be able to influence decision makers 
toward more effective cognitive styles 
through changes in information sets. 


1 See Schroder ег al. [1967] and Schroder arid Suedfeld 
[1971] for more on the distinctions between к 
and cognitive style. 
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EXPERIMENTAL DESIGN 


As indicated earlier, current informa- 
tion processing research suggests that, 
compared to task variables, personality 
and cognitive style have not explained a 
significant amount of variance in indi- 
vidual behavior. MSB's literature review 
clearly supports this position. They even 
recognize that evidence on the impor- 
tance of personality in accounting 
research studies has been particularly 
weak. This leads one to ask why MSB 
chose to examine the main effects of a 
personality variable. Further, DS, which 
may be more meaningful than personality 
to accountants in that it represents a 
measure of cognitive style developed in a 
business decision-making environment, 
has yet to generate significant results in 
accounting decision settings [Driver and 
Mock, 1975, 1976; San Miguel, 1976; 
and Savich, 1977]. Clearly, little was to 
be gained from yet another study which 
discovered that personality and decision 
style do not explain a significant amount 
of variance in information processing. 
Even if a personality variable was found 
to be a significant determinant of infor- 
mation processing, it is not clear how 
accountants could use this information 
to improve financial disclosures. 


Test of Hypothesis 3 


MSB provide no theoretical justifica- 
tion for choosing IA and DS. What fea- 
tures about these two constructs suggest 
that they may be important in processing 
financial accounting information? What 
factors within what information process- 
ing paradigm were MSB testing? The 
statement of Hypothesis 3 (p. 683) 
reflects this problem, because it is not 
obvious that in an ambiguous environ- 
ment that “intolerants” will be less 
confident and seek more information 
than “tolerants.” There are a number of 
ways in which “intolerants” might 
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reduce perceptions of uncertainty [Dun- 
nette, 1976, Ch. 32, p. 1403]. They may 
ignore uncertainty, fail to recognize un- 
certainty [Kates, 1962; White, 1964; and 
Cyert and March, 1963] or act as if there 
were certainty. Any of these explanations 
suggest that “intolerants” would show 
greater confidence and seek less informa- 
tion than “tolerants.” Further, subjects 
characterized as low abstracts, a dimen- 
sion of personality structure which has 
been conceptually related to IA, tend to 
show greater confidence and less informa- 
tion search than their high-abstract coun- 
terparts [Schroder et al., 1967]. 

Given this plausible counter-hypothe- 
sis, how then can the findings of Hypothe- 
sis 3 be interpreted? Is IA unimportant 
or are the confounding effects of these 
two competing hypotheses effectively 
negating each other? Without theoretical 
basis, an interpretation of the results is 
equivocal. | 


Cue Ambiguity 


In spite of their literature review's 
emphasis on the importance of tbe task, 
MSB ignore the significant results associ- 
ated with their task variable, cue am- 
biguity (CA). Table 3 (p. 689) includes a 
significant case effect (p < .05) which may 
be a function of CA. In the test of Hy- 
pothesis 1 (p. 682), the range designated 
by the subjects may be more a function 
of CA than of any cognitive phenomenon ` 
inducing subjects to consider mültiple/ 
single alternatives. Eight cues indicating 
a set of consistent signals are likely to 
induce greater decision confidence (a 
smaller range) than eight cues indicating 
inconsistent signals. Similarly, Table 5 
(p. 691) includes a significant effect re- 
lated to the congruency classification, 
another measure of CA, across all three 
criterion variables (р < .001, .002, .001). 
Nonetheless, MSB simply describe this 
result as irrelevant because “... a priori 
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it was expected that a significant differ- 
ence in a subject’s mean response to 
different classes of cue congruency would 
exist" (p. 690). If this relationship was 
anticipated, it shoud have been included 
in the formal statement of the hypotheses. 
If not included as a hypothesis, the signifi- 
cance of CA should have been discussed 
as being indicative of the importance of 
the task in information processing. Cer- 
tainly, the significant effects related to 
CA disclosed in Tables 3 and 5 can be 
linked to the current psychological liter- 
ature. : 

An examination of the main effects of 
CA on information processing as moder- 
ated by IA and DS represents a research 
design which is more appealing empiri- 
cally than the design employed by MSB. 
First, such a design emphasizes the 
importance of a task variable (i.e., CA) in 
accounting decision making. Second, the 
roles of both IA and DS as moderators 
between the CA/information processing 
relationship can be theoretically justified. 
For instance, high CA should induce low 
levels of decision confidence. However, 
this relationship should be stronger for 
“intolerants” than for “tolerants.” This 
relationship should also be stronger for 
hierarchic DS (those who process many 
cues, but come to a single solution) than 
for decisive DS (those who process few 
few cues and come to a single solution). 
Finally, such a design is consistent with 
the findings of current behavioral re- 
search. MSB even recognized the impor- 
tance of this design by suggesting that 
personality should be viewed “as а 
mediating variable between the receipt of 
information and resultant decision" (p. 
681). | 


METHODOLOGY 


The focus of this comment will now. 


shift to the procedures used in MSB’s 
‘empirical tests. Several methodological 
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problems and questionable operational 
definitions suggest that their conclusions 
do not follow from their empirical results. 
The first experimental task (range of 
considered alternatives) described by 
MSB (p. 686) required that subjects 
process eight financial cues and make a 
decision in an unrealistically short time 
period. Granted, experimental tasks that 
abstract from reality are often found in 
the literature. However, in this case, the 
time limitation may have produced re- 
sults that were more artifacts of the task 
than attributable to the effects of the inde- 
pendent variables. First, the time limita- 
tion emphasized the speed with which 
each subject processed information. 
Thus, processing speed represented a 
potentially important, but uncontrolled, 
variable. Second, such a time constraint 
may have increased the importance of the 
order in which the cues were presented to 
each subject. Because the order of cue 
presentation was not randomized, the 
time pressure may have caused the first 
cues to be more heavily weighted than the 
latter cues. The relative sizes of the cue 
beta weights disclosed in Table 1 (p. 687) 
provide support for this effect. Finally, 
it has been noted that “. . . [the Integra- 
tion Style Test] should not be used if 
people are under extreme. pressure, 
since non-dominant styles will emerge" 
[Driver and Mock, 1975, p. 599]. 


Confidence in Decisions 


Based upon the inverse relationship 
between their operational measures of 
subject decision confidence and the 
amount of additional information 
wanted, MSB concluded that low confi- 
dence is related to greater information 
needs than high confidence (p. 690). First, 
the “additional information wanted 
scale" (p. 685) does not specify the nature 
of the information. MSB did not measure 
for differences in the relevance of infor- 
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mation and assumed that all information 
was equally important to the decision 
task. Second, asking subjects to indicate 
the “amount of additional information 
wanted to shift his confidence rating one 
*box' to the right" (p. 685) is not a valid 
operational measure for the amount of 
information needed. As MSB state, 
"[this] measure was used to assess 
roughly the relationship between a unit 
change in confidence and the quantity of 
additional information wanted" (pp. 
685—686). Thus, the confidence scale and 
the additional information wanted scale 
.are clearly interdependent. However, 
MSB’s conclusion implies that the two 
scales are independent. Ап interpretation 
more consistent with the inverse relation- 
ship between decision confidence and 
additionalinformation wanted is that low 
decision confidence is less sensitive to 
additional information increments than 
is high decision confidence. 


Sample Size 


In a research design like that chosen by 
MSB, where two groups of subjects are 
used to test for the effects of individual 
differences, two issues concerning the 
sample size of the experimental cells are 
critically important. First, the sample size 
must be large enough to remove through 
randomization the effects of other con- 
founding variables. If the sample is not 
large enough, these variables must be 
statistically controlled (e.g., covariate 
factor). Second, due to the complex and 
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subile effects of personality and cognitive 
style, and the associated measurement 
problems, the sample size must be large 
enough so that an excessive burden is not 
placed on the magnitude of any observa- 
ble difference between the two groups on 
the criterion variable. Statistical power 
which is sufficient to reveal such subtle 
effects may require a relatively large 
sample size. Experimental cells which 
contain only six subjects (see Table 2, p. 
688) do not satisfy either of the above 


criteria. Moreover, no potentially con- 


founding variables (e.g., intelligence) 
were statistically controlled. 


SUMMARY AND CONCLUSIONS 


In summary, MSB are to be com- 
mended for their description of current 
research findings in the area of the de- 
terminants of human decision making. In 
the highly complex and relatively unex- 
plored area of human information 
processing, accountants can certainly 
benefit from such literature reviews. Un- 
fortunately, MSB's theoretical discussion 
and experimental design do not reflect 
that literature review. It is questionable 
whether the research questions and as- 
sociated empirical tests could have 
enlightened accountants regarding the 
information processing of financial ac- 
counting cues. Moreover, there is suffi- 
cient evidence to suggest that the 
conclusions drawn by MSB do not neces- 
sarily follow from the results of their 
empirical tests. 


REFERENCES | 
`Вийпег, S., “Intolerance of Ambiguity as a Personality Variable," Journal of Personality (March 1962), 


pp. 29-50. 


Buss, A. R., “The Trait-Situation Controversy and the Concept of Interaction," Personality and Social 


Psychology Bulletin (April 1977), pp. 196-201. 


Cyert, R. M. and J. G. March, A Behavioral Theory of the Firm (Prentice-Hall, 1963). 
Driver, M.,and T. Mock, “Human Information Processing, Decision Style Theory, and Accounting Infor- 
mation Systems," Tus ACCOUNTING REviEW (July 1975), pp. 490-511. 





, "Some Experimental Results in MIS, Human Information Processing, and Tailored Information 


Systems," unpublished paper, University of Southern California (1976). 





506 The Accounting Review, July 1980 


Dunnette, M.D., (ed.), The Handbook of Industrial and Organizational Psychology (Rand McNally, 1976). 

Gough, H., "Personality and Personality Assessment," in Dunnette (ed.), The Handbook of Industria! and 
Organizational Psychology (Rand McNaily, 1976). 

Kates, К. W., Hazard and Choice Perceptions in Flood Plain Management (University of Chicago, Depart- 
ment of Geography, 1962). 

McGhee, W., M. Shields and J. Birnberg, “The Effects of Personality on a Subject’s Information Process- 
ing," THE ACCOUNTING REVIEW (July 1978), pp. 681-697. 

Mischel, W., Personality and Assessment (John Wiley & Sons, Inc., 1968). 

, ‘Continuity and Change in Personality," American Psychologist (November 1969), pp. 1012- 





1018. 

, ‘Toward a Cognitive Social Learning Reconceptualization of Personality," Psychological Review 
(July 1973), pp. 252-283. 

Mitchell, T., “Organizational Behavior," Annual Review of Psychology (1979), pp. 243-281. 

San Miguel, J., “Human Information Processing and its Relevance to Accounting: A Laboratory Study,” 
Accounting, Organizations and Society (December 1976), pp. 357—373. 

Sarason, L, К. Smith and E. Diener, “Personality Research: Components of Variance Attributable to 
the Person and the Situation," Journal of Personality and Social Psychology (August 1975), pp. 199-204. 

Savich, R., “The Use of Accounting Information in Decision Making," Tug ACCOUNTING REVIEW (July 
1977), pp. 642-652. 

Schroder, H., M. Driver, and S. S. Streufert, Human Information Processing (Holt, Rinehart and Winston, 
1967). 

Schroder, H. and P. Suedfeld (eds.), Personality Theory and Information Processing (Ronald Press Co., 
1971). 

White, G. F., Choice of Adjustment to Floods (University of Chicago, Department of Geography, 1964). 


THE ACCOUNTING REVIEW 
Vol. LV, No. 3 ` 
July 1980 


The Effects of Personality on a | 
Subject's Information Processing: 
A Reply 


Jacob G. Birnberg, Michael D. Shields and Walter McGhee 


N attempt to deal with comments on 
A a published paper may be viewed 
with mixed emotions. On one 
hand, the authors are afforded the chance 
to clarify their arguments and deal with 
any ambiguities in the published paper. 
On the other, the comment on their paper 
may generate additional ambiguity not 
of the authors’ own making. Pratt [1980] 
is exactly such a case. Thus, our reply will 
deal first with ambiguities present in 
Pratt’s comment and then with the sub- 
stance of the comment itself. 


SOME MISCONCEPTIONS - 


Pratt’s initial concern is over the proper 
. definition of- personality— particularly 
with reference to the need to include or 
exclude cognitive style from that con- 
struct. While Pratt recognizes the exist- 
ence of multiple theories of personality, 
he uncritically accepts the one most con- 
sistent with his goal of separating cogni- 
tive style research from personality. 
Alas, this is a questionable practice. 
Even elementary psychology texts recog- 
nize psychology's failure to deal satis- 
factorily with this term. Typically, as 
Kagan and Haveman [1976, p. 375] note, 
“personality is another word that every- 
body uses but few try to define." Their 
own definition of personality— "the total 
pattern of characteristic ways of thinking, 
feeling and behaving that constitute the 
individual's distinctive method of relating 
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to the environment" [p. 376]—would 
appear completely consistent with the 
arguments in McGhee,. Shields, and 
Birnberg [1978, hereafter MSB]. Indeed, 
the AAA Committee on Human Infor- 
mation Processing [1978] adopts a view 
not inconsistent with that of MSB. 
Pratt also refers quite often to MSB's 
literature review. Someone not familiar 
with the paper would assume that this is 
the ex ante, or preliminary, literature 
review used to develop the hypotheses. 
However, it is not. Rather, he is referring 
to. the ex post literature review and 
analysis of results found in the discussion 
section of MSB [pp. 693-695]. This dis- 
cussion is based upon what we knew 
after doing the experiment, rather than 
before. In other words, Pratt is suggesting 
that in 1975-76, when the study was 
performed, MSB should have been aware 
of several as yet unpublished research 
papers by others and their own experi- 
ment's results. Our hypotheses were not 
intended as straw men. Indeed, Mischel 
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[1979] has recently clarified his views on 
the personality-situation debate. He in- 
tended his earlier work to clarify, not 
foreclose, the issue. 

In the same regard, Pratt cites those 
studies done prior to ours that were not 
supportive of personality research. In 
contrast, he neglects to note those sup- 
portive of it. For examples, see Dermer 
[1973], Lusk [1973], and Bariff and Lusk 
[1977]. The issue at the time the project 
was begun was a controversial one.. 

In essence, then, much of Pratt's early 
concern with our study is based upon a 
narrow and controversial view of per- 
sonality and his confusing our discussion 
section with the literature review. Neither 
of Pratt's concerns contribute to a fur- 
thering of the discussion on the issues. 
Perhaps the inconsistency in Pratt's 
argument is most noticeable when, after 
downplaying cognitive style variables 
several times, he then labels cognitive 
style a potentially productive approach 
and offers an experiment to further inves- 
tigate it several paragraphs later. 


SoME FUTURE RESEARCH 


Pratt has also raised a variety of issues 
which, regardless of how they are pre- 
sented in his comment, represent, at best, 
researchable hypotheses. The hypotheses 
are liberally sprinkled with “шау” in 
their phrasing and may or may not be 

- interesting. Any researcher interested in 
this area probably would be doing it a 
service to pursue the hypotheses among 
them which he or she feels are likely to be 
the most rewarding. Perhaps, if we suc- 
ceeded in generating such research, the 
comment and this reply will merit the 
time and effort expended on them. 


Hypothesis Three 


Pratt's alternative formulation con- 


cerning the manner in which people may 
or may not perceive uncertainty is an 
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interesting conjecture. However, it lacks 
support. At present we are unaware of 
any empirical research describing com- 
pletely how people perceive uncertainty. 
But from the point of view of the MSB 
paper Pratt's attempt at renunciation of 
this hypothesis does not alter the thrust 
or the relevance of the conclusion found 
in MSB for the design of accounting 


- information systems. 


The Case Effect'and Cue Congruency 


The area of cue congruency and sub- 
jects’ responses is one that researchers 
may find interesting in the future. How- 
ever, before discussing the issue, it is im- 
portant to note how our data should be 
interpreted. In those instances where the 7 
cases were not all congruent, the indi- 
vidual cases varied in the degree of 
incongruency. For example, in some 
cases the cues were divided approxi- 
mately 50-50 in direction. In other cases, 
only one or two cues were inconsistent 
with the other six or seven cues. 

All shades of incongruency of cues 
were present in the various cases. Thus, 
it is not meaningful to classify all the in- 
congruent cases together as if they were 
alike. The same argument applies to the 
congruent cases. Thus, while Pratt may 
feel that the case manipulation merited 
inclusion as a hypothesis, the authors' 
view is different. Failure for a significant 
case main effect to be observed would 
have raised serious questions about the 
validity of the experimental manipula- 
tion. What is important in interpreting 
these findings is that our manipulation 
did not permit anything more than a 
dichotomous analysis. An analysis of cue 
congruency as a research hypothesis, in 
contrast to a validity check, requires a 
different manipulation of the cue con- 
gruency factor than is obtainable in 
MSB's experimental setting. 
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. Clearly, what Pratt argues for is an 


experimental design focused. specifically. 


on identifying task effects as in Payne 
[1976a,b]. A series of such studies are 
now emerging [Shields, 1979a,b; Shields 
etal., 1979]. Thus, research in accounting 
is moving in the direction suggested in 
MSB and Pratt. 


The Role of Task 


As is noted in the discussion section of 
MSB, much research remains to be done 
to facilitate understanding of the role of 
task in the design of accounting informa- 


tion systems and their utilization. It is - 


reassuring to note that Pratt in his com- 
ment concurs with our ex post experi- 
mental discussion. Based upon our re- 
search [MSB, 1978; Shields, 1979a,b; 
Shields et al., 1979], the time has come to 
change the focus from. personality vari- 
ables. | 


M Аалай Improvements 


.Few laboratory studies could not be 
done better. 
hindsight, and the ability to conjecture on 
the effects of alternative procedures, 
many alternative forms for studies look 


appealing ex post. However, all criticisms 


need not be valid, either. 

Turning to the time factor, in pre-tests 
the time was found to be adequate for 
subjects to perform the task. Perhaps the 
reader ought to try the task for himself. 


Undoubtedly, honest persons may differ. 


on the adequacy cf the time allotted. 
Pratt's concern over the order of cue 
presentation raises the question of how a 


subject would respond if the data on each : 


slide had been randomized vis-a-vis loca- 
tion from slide to slide. The cues were 
not randomized because in the case of 
these cues [MSB, fig. 1, p. 685] there is 
an order which people have come to 
expect. Randomization served no practi- 
cal end. It could even have been dysfunc- 
tional. Additionally, Ashton and Brown 


:Given added resources, 
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[1980] report that order of cue presenta- 
tion had no impact on cue weighting. 
Alas, the issue of sample size is never 
an easy one. While the 24 subjects may 
seem small to Pratt, we were. satisfied 
that it was adequate for our pürposes. It 


is comparable to those used by, ior 


example, Savich [1977]. | 

The. reader. might consider what we 
would be Baining with the increased 
sample size's added power. Pratt suggests 
that an expanded sample size would en- 
hance our ability to detect "the subtle 
effects of personality and cognitive style." 
Yet the essence of the argument favoring 
the design of information systems based 
on personality and cognitive style vari- 
ables requires that the classification 
scheme employed to assign users to sys- 
tems be very macro in nature. Too-subtle 
differences raise questions concerning 
cost, measurement issues, and the like. - 
In short, the system designer wants a 
system that i is relatively easy and not too 
costly to implement. - 


SUMMARY AND CONCLUSION 


On balance, it would appear to the 
authors that the major contribution of 
Pratt's comment is to focus attention, yet 
again, on the need to understand better 
the effect of task, data presentation mode, 
and the users' interaction with these sets 
of variables. These should be useful areas 
for future research. What Pratt has done 
is to highlight some interesting conjec- 
tures which merit further research. 

As for the original MSB paper, there 
would appear to be little in Pratt’s com- 
ments which alters or further develops it. 
Like most parents, its authors feel that 
МЗВ was state of the art at the time of its ` 
execution. Others concur in this regard 
(see Libby and Lewis [1977, p. 266]). 
Perhaps MSB and ‘the various papers 
cited earlier in the Reply will lead to the 
state of an art for. the 1980s to which 
Pratt excitedly encourages us. 
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A Comparison of General Price Level 

and Historical Cost Financial State- 
ments in the Prediction of 
Bankruptcy: A Comment 


Ira Solomon and Paul J. Beck 


` y ORTON and Smith [N & S, 1979] 
N recently investigated the relative 

- '* predictive abilities of historical 
cost (HC) and general price level (GPL) 
information in a bankruptcy prediction 
context. Competing multiple discrimi- 
nant analysis (MDA) models were de- 


veloped and used to identify bankrupt . 


and non-bankrupt firms. N & S claimed 
that the GPL-based MDA models were 
not superior to the HC MDA models and, 
therefore, recommended that GPL infor- 
mation not be disclosed. 

The purpose of this paper is to raise 
several issues concerning the N & S study. 
We argue in the first section that N & S’s 
competing information system frame- 

‘work was inappropriate for assessing the 
usefulness of GPL information. In the 
second section, we establish that the 
N & S study was biased against a finding 
of predictive value for GPL information 
since: (1) potentially important GPL 
information was excluded from the GPL 
models, and (2) GPL information was 
required to meet an unnecessarily restric- 
tive multiple dominance criterion. In the 
third section, the time period—the single 
aspect of the study which appears to 
“favor” the GPL information—is shown 
to be less favorable than implied. The 
validity of N & S's conclusion is ques- 
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tioned in the fourth section. Contrary to 
what N &S stated, GPL information had 
predictive: value since one of the GPL 
models dominated all of the HC models. 
However, due to limitations described 
below, definitive conclusions about the’ 
usefulness. of GPL information await 
further research. Concluding remarks 
are presented in the last section. 


COMPETING INFORMATION SYSTEMS 


N & S [p. 73] stated that, “The objec- 
tive of this study is to compare the pre- 
diction of bankruptcy based on ratios 
computed from GPL financial state- 
ments to the. prediction ...from HC 
financial statements." Implicit in this 
statement is a competing system frame- 
work—a framework which directed the 
entire N & S study and resulted in the 
exclusion of a combined. HC and GPL 
system.! 


! Some HC ratios (e.g., cash to current liabilities) were 
included in the GPL ratio set by default since they were 
unaffected by the GPL adjustment procedure. 
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N & S's failure to investigate MDA 
models based on a combined HC/GPL 
information system is problematic. First, 
virtually all proposals for GPL informa- 
tion, including the FASB Exposure Draft 
[19742] (upon which N' & S's GPL ad- 
justment procedure was based) have 
advocated its presentation on a supple- 
mental basis. Therefore, N & S's treat- 
ment of GPL data was incongruent with 
the nature of proposed GPL disclosures. 

Apart from the FASB position, when- 
ever two systems having potentially dif- 
ferent information sources (e.g., explan- 
atory variables) are to be compared, 
three potential alternatives are available 
—the two separate systems and a third 
system combining both information 
sources. Clearly, the predictive, ability 
of a combined system should be. at least 
as great as the best separate system.” 
Thus, given N & S’s predictive ability 
criterion, a combined system should have 
been investigated. 


Another problem relates to N & S's [p. · 


85] requirement that, “GPL data must be 
proven to be more useful [than HC]— 
not equally useful—to be justified." This 
standard requires that GPL-based pre- 
dictions dominate HC and, essentially, 
ignores supplemental predictive ability. 
More specifically, GPL system domi- 
nance of HC is sufficient to ensure the 
existence of supplemental predictive 
ability, but is not necessary, since a 
combined HC/GPL system could domi- 
nate an HC system even when HC domi- 
nates GPL. Thus, when both separate 
systems have equal predictive ability 
(or GPL slightly less), N & S's compari- 
son (dominance) cannot identify the 
existence of supplemental predictive 
ability. 

Alternatively, even when one system 
dominates the other, there is no means of 
assessing the magnitude of supplemental 


predictive ability. If the information | 
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provided by both systems is similar (e.g., 
if HC and GPL ratios are highly corre- 
lated), the supplemental predictive ability 
could be minimal. Therefore, given that 
there are additional costs related to the 
dissemination of the second type of in- 
formation, it may not. be desirable for 
policy-making bodies such as the FASB 
and SEC to require both. However, by 
failing to test directly for supplemental 
predictive ability, N & S's study does not 
facilitate decisions about whether the 
predictive ability of GPL information in 
bankruptcy prediction and other con- 
texts is sufficient to justify dissemination? 


MODEL DEVELOPMENT AND COMPARISONS 


To evaluate the usefulness of HC and 
GPL information, four MDA models 
were constructed from each information 
system. One of the four models (#2) 
included 32 financial ratios, while the 
three other models incorporated subsets 
of the ratios identified by the following 
criteria: (1) Wilks’ Lambda, (2) uni- 
variate F-ratios, and (3) R?. 

There are three basic problems related 
to N & S’s model construction and evalu- 


2 The only situation in which a combined model 
should be inferior to a separate model is when the inclu- 
sion of the additional ratios creates statistical problems. 
In private correspondence, N & S indicated that multi- 
collinearity between ratios from each system posed a 
serious problem in analyzing a combined model. While 
the potential for multicollinearity in a larger model is 
increased, its extent is an empirical issue. However, multi- 
collinearity has no effect on the classificatory power of 
the models. Unless multicollinearity prevents the inver- 
sion of the dispersion matrices, only the stability of the 
estimates of the individual discriminant coefficients is 
affected (see Eisenbeis [1977}). 

3 Some might argue that N & S’s comparison of HC 
and GPL models in the bankruptcy prediction context 
may not provide a particularly relevant basis for assessing 
the usefulness of GPL information. Although the dis- 
semination of GPL information has been advocated for 
a variety of. reasons (see FASB Discussion Memoran- 
dum, [1974b]), we are unaware of any theoretical sup- 
port in the literature for GPL information in the bank- 
ruptcy prediction context. Accordingly, it would seem 
incumbent upon N & S to provide some justification for 
assessing its use in this context. 
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ation procedures. First, there was no 
attempt to incorporate financial theories 
of bankruptcy (see, for example, Stiglitz 
[1972] and Smith [1972]). Rather, N & S 
[p. 75] selected 32 financial ratios based 
upon “ [their] use in previous [empirical] 
studies dealing with bankruptcy and/or 
business failure." 

Second, N & S's variable selection 
criterion failed to recognize that the 
previous studies were based upon an HC 
framework. Although the appropriate- 
ness of HC-based financial ratios is 
questionable in a study of the usefulness 
of GPL information, an even more seri- 
ous consequence is that potentially rele- 
vant information was excluded from all 
of the GPL models. For example, the 
holding gains and losses on monetary 
items and operating income were not 
distinguished in financial ratios 12, 13, 14, 
and 22, even though such information 
would be included in GPL financial 
statements.* Accordingly, the potential 
classificatory power of the GPL-based 
models is likely to have been understated. 

The third problem concerns N & S's 
evaluation of the two information sys- 
tems. More specifically, as noted above, 
four GPL MDA models were compared 
individually with their HC counterparts. 
When combined with N & S's usefulness 
(dominance) criterion, this comparison 
required. the four GPL models to be 
dominant as a group. The difficulty is 
that three of the four models in each case 
contained heuristically identified subsets 
of the financial ratios included in model 
#2 and possessed no theoretical support 
in their own right. Furthermore, the sub- 
set models were dominated by model #2. 
Thus, N & S's evaluation of the two 
information systems was based upon 
comparisons of dominated and theoreti- 
cally unsupported models. Moreover, 
this evaluation was biased against the 
GPL information system since not only 
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the best, but three dominated and un- 
supported GPL models were required to 
outperform their HC counterparts. 


THE TIME PERIOD 


Although the nature of the financial 
ratios and the evaluation (dominance) 
criterion placed the GPL models at a 
distinct disadvantage, the time period of 
the study seemingly appears to have been 
favorable to the GPL MDA models. But 
appearances sometimes can be deceiving. 

N &S [p. 73] noted that the failed firms 
in their sample went bankrupt during the 
period 1971-1975 and that this particular 
time period was selected since it was 
“_.. during a recent period of high infla- 
tion." Such a statement fosters the 
impression that the time. period of the 
study was favorable to the GPL informa- 
tion since, if GPL information is useful, 
it should be apparent during periods of 
high inflation. However, the relevant 
inflationary period was not 1971-1975. 


. First, the bankruptcies did not occur 


uniformly over the period, but were con- 
centrated in years 1972-1974 (see Table 
1). Second, the effects of inflation entered 
the models through the explanatory 
variables (financial ratios). Therefore, 
since the prediction horizons varied 
from one to four years, the majority of 
the MDA models were developed using 
accounting data from years 1968-1972 
when inflation rates were considerably 
lower than in the 1971-1975 period or the 
present experience. Indeed, only the one- 
year lead models incorporated any ac- 
counting data (three observations) as 
recent as 1974 (see Table 1). Thus, N & S's 
focus on the 1971—1975 period creates the 
impression that the GPL models were 


4 Prakash and Sunder [1979] have argued against 
separating holding gains from operating income. How- 
ever, separation ultimately is an empirical issue which 
should have been addressed by N & S. 
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TABLE 1 
INTERTEMPORAL DISTRIBUTION OF BANKRUPTCIES 








Number of Firms 

Year Rate of Inflation* Bankrupt 
1967 2.9 с з= 
1968 4.5 

1969 5.0 — 
1970 54 — 
1971 5.1 2 
1972 42 7 
1973 5.8 8 
1974 9.7 10 
1975 9.6 3 





* Based on the GNP deflator. Source: United States 
Department of Commerce, 1977 Business Statistics. 


evaluated under more favorable condi- 
tions than investigated in the study. 


AN ASSESSMENT OF N & S’s CONCLUSIONS 


Given the factors working against the 
GPL MDA models, one might anticipate 
N & S's conclusion that GPL informa- 
tion did not have superior predictive 
value: 


The general belief here is that inconvenience 
and costs would be incurred if the accounting 
profession required the provision of GPL 
financial statements. GPL data must be 
proven to be more useful—not equally useful 
—to be justified. GPL and HC financial 
statements were equally useful for predicting 
bankruptcy for.the sample of firms used in 
this study. GPL financial statements could 
not be recommended on the basis of this study 
if the criterion of usefulness is the ability of 
financial statements to predict bankruptcy 
[p. 85]. 


Although N & S's conclusion is not unex- 
pected, it does not follow from their 
analysis and results. More specifically, by 
evaluating the two information systems 
using pairwise comparisons of all four 
models, three of which were essentially 
meaningless, N & S failed to note that the 
best GPL model (#2) weakly dominated 
all four of the HC models (see Table 2, 
N & S, p. 79). N & S's Table 2 indicates 
that GPL model #2 was equally or more 
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successful in correctly classifying bank- 
rupt firms than any of the four HC mod- 
els. Furthermore, GPL model #2 pro- 
vided overall classifications which were 
equal to or better than the four HC 
models." 

However, N & S's study does not per- 
mit an accurate assessment of potential 
predictive ability since, as noted above, 
certain GPL information was not incor- 
porated in the models. Additionally, 
MDA classification rates, estimated from 


- the original or a time-coincident holdout 


sample, can differ substantially from that 
estimated from a- prospective sample 
when the relationship between the cri- 
terion and explanatory variables is not 
stationary (see Joy and Tollefson [1975] 
and Eisenbeis [1977]).5 Accordingly, 
intertemporal validation has been sug- 
gested to permit accurate assessments of 
predictive ability. Although N &S [p. 79] 
recognized that nonstationarity was 
acute, no attempt was made to validate 


intertemporally." Thus, since both sets of 


5 Note that these results are based upon the estimation 
sample and that no tests of statistical significance were 
reported by N & S. However, N & S [p. 78] stated that 
the results were similar to those based on a holdout 
sample. 

$ Other statistical problems were not properly dis- 
closed by N & S. For example, a matched-pair sampling 
procedure was used even though classification error rates 
can be biased by that procedure [Eisenbeis, 1977]. 
Furthermore, the use of a 50-50 proportion of bankrupt 
firms in the sample can also bias the classification error 
rates [Joy and Tollefson, 1975]. 

1N & S's construction of MDA models for each of 
four prediction horizons assumes nonstationarity ; other- 
wise, the variables entering the models and their weights 
would be constant over time. À problem not addressed 
by N & Sis that, in practice, one would be unable to select 
the appropriate model since the lead-time to bankruptcy 
js unknown. Alternatively, one could use all of the models 
simultaneously. For example, if a four-year bankruptcy 
prediction horizon were relevant, all four MDA models 
could be used to identify a potential bankruptcy. Al- 
though this approach would be very conservative with 
respect to Type H errors, the probability of a Type I error 
would be rather high. Nevertheless, an empirical investi- 
gation of this decision rule requires a complete re- 
analysis of N & S's data, since the classification rates are 
likely to be very different. 
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models are unlikely to be affected equally 
by non-stationarity, it is not possible to 
determine whether the weak dominance 
of GPL model #2 will continue when the 
MDA models are applied prospectively. 


CONCLUDING REMARKS 


Although bankruptcy prediction repre- 
sents one possible application of financial 
statement information, N & S provided 
no support for the use of GPL informa- 
tion in this context. In many respects, 
their failure to develop a conceptual link 
between the bankruptcy event and the 
financial statement information contrib- 
uted substantially to the weaknesses 
identified above. First, HC and GPL 
information systems were treated as com- 
petitors—both essentially fulfilling the 
same role. This framework was inap- 
propriate for assessing the usefulness of 
GPL information. Second, N & S's 


515 


failure to construct GPL-based ratios 
(which, for example, isolated monetary 
gains and losses) resulted in the exclu- 
sion of information from the GPL mod- 
els and, thereby, understated potential 
predictive ability. Finally, N & S's 
evaluation of the GPL information sys- 
tem was based on irrelevant comparisons 
since three of the four models were not 
only theoretically unsupported, but dom- 


-inated by GPL model #2. 


Even though several aspects of the 
N & S study discriminated against the 
GPL-based models, one of the models 
(#2) weakly dominated the four HC mod- 
els. Yet, this result was not recognized 
anywhere in N & S’s paper. However, it 
is not clear whether this finding is mean- 
ingful, since the relative predictive abili- 
ties of HC and GPL models cannot be 
assessed accurately without validating 
intertemporally. 
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TE wish to thank Solomon and 
W Beck [S & B, 1980] for their 
comments on our article. Several 
of their comments and our related discus- 
sion should be informative to others per- 
forming research to evaluate the utility of 
general price-level (GPL) adjusted state- 
ments. Other comments reiterate some of 
the problems that exist in all bankruptcy 
studies.. Unfortunately, they also made 
some incorrect statements and interpre- 
tations which may be misleading and, 
therefore, need to be explored and clari- 
fied. Our reactions to their points are 
presented in the following order: (1) 
objectives of the study, (2) model devel- 
opment, (3) analysis of results, (4) time 
period, and (5) other points. 


OBJECTIVES OF THE STUDY 


During the last 25 years, a number of 
studies were conducted to determine the 
impact of adjusting historical cost finan- 
cial statements for changes in the GPL. 
However, there has been little empirical 
research conducted to assess the useful- 
ness of GPL adjusted financial state- 
ments. The purpose of our study was to 
conduct one possible test of the utility of 
GPL adjusted statements that is mea- 
surable in terms of currently reported 
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data. The stated objective of our study 
was: 


... to compare the prediction of bankruptcy 
based on ratios computed from GPL financial 
statements to the prediction of bankruptcy 
based on ratios computed from HC financial 
statements [Norton and Smith, 1979, p. 73]. 


The failure of a firm is an event that is of 
interest to various statement users. Al- 
though bankruptcy prediction is only one 
of several criteria that could be used to 
evaluate the utility of alternative mea- 
surement systems, it is an event that 
statement users are vitally interested in 
forecasting. There are many aspects of 
usefulness, and it would have been foolish 
to presume one study addressed all facets 
of the usefulness of GPL information. 
The last statement in our paper was a call 
for further empirical research to address 
the usefulness of GPL adjusted state- 
ments in making other decisions. We 
view our study as one step in the evolu- 
tionary process of evaluating the utility of 
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GPL information. Additional studies are 
needed to validate or invalidate our 
results and to assess ће utility of GPL 
data for making other types of decisions. 
(See, for example, Ketz, 1978].) 

The objective of our study was to. 
compare the utility of GPL adjusted 
statements to the information available 
from HC financial statements. Thus, we 
intended to evaluate the merits of GPL 
adjusted: data as a primary measurement 
system. S & B wish to have information 
on another aspect of usefulness, the use- 
fulness of a combined HC/GPL infor- 
mation system. Certainly, the value of 
supplementary GPL information merits 
investigation and is an aspect of useful- 
ness of interest to policy makers. The 
analysis of supplementary information is 
particularly relevant in light of current 
developments. With the issuance of 
FASB Statement No. 33, there will be a 
number of research projects conducted 
based on actual data to address this issue. 


However, at the time that our investiga- . 


tion was;being conducted, the FASB had 
deferred! action on its 1974 Exposure 
Draft (which required the supplementary 
disclosure of certain GPL adjusted infor- 
tion) pending further progress on its alter- 
native measurement projects and the 
conceptual framework for accounting 
and. reporting project. Also during this 
time, the SEC issued ASR 190 requiring 
disclosure of certain replacement cost 
information. It was not obvious that the 
Board would opt for the supplementary 
disclosure of piecemeal or complete 
GPL adjusted financial statements. The 
additional disclosure of alternative ac- 
counting methods is not always the nor- 
mal practice of the Board.’ Furthermore, 
the FASB views the period in which 
Statement No. 33 is to be implemented 
as somewhat experimental i in nature. In 
paragraph 15, the Board states that the 
Statement “will be reviewed on: an on- 
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going basis and the Board will amend or 
withdraw requirements whenever that 
course is justified by the evidence" 
[FASB, 1979]. Thus, even now there 18 
still not a consensus by preparers or users 
as to what information should be re- 
ported and the reporting format. In our 
view, an evaluation of GPL financial 
statements by themselves is a necessary 
preliminary step in the assessment of the 
usefulness of GPL data. Our study has 
provided some evidence in this regard; 
we await the results of other studies that 
analyze the usefulness of other models 
based on supplementary GPL data and 
the resulting tests to determine if the 
data is used by statement readers. 

After conducting the study, we made 
the following statements - оон апа 
Smith, 1979]: 


GPL financial statements could not be recom- 
mended оп the basis of this study if the cri- 
terion of usefulness is the ability of financial 
statements to predict bankruptcy. . : 


In spite of the findings of this study,. GPL 
financial statements may yet be shown to be 
useful . А 


Usefulness [in this study] v was defined as the 
ability to predict bankruptcy. Before an over- 
all evaluation can be made, other uses of - 
accounting data must be examined such as 
evaluation of management performance and 
prediction of future: return and/or cash flow 


[p. 85]. 


S & B interpret the above statements asa. 
blanket recommendation that GPL data 
not be disclosed. The stated objective of 
our study (compare the prediction f: 
bankruptcy based on ratios computed ` 
from GPL and separate HC financial 
statements) and the conclusions clearly 


! For example, in.a recently issued Exposure Draft 
(FASB, 1978b], “Capitalization ‘of Interest Cost,” the 
Board rejected disclosing the net effect on earnings. from 
capitalization of interest as opposed to expensing interest 
cost on the ‘basis that such supplementary disclosure 
might imply that interest capitalization was an inferior 
accounting method [par. 52]. 
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set forth the limited nature of our investi- 
gation. We fail to see how S & B could 
interpret our analysis of results as a 
rejection of the disclosure of GPL data 
for all purposes and in all reporting 
formats. 


MODEL DEVELOPMENT 


Four approaches were used to deter- 
mine which financial ratios should. be 
used in the discriminant function. Three 
of the approaches were designed to select 
a set of ratios to be used in both the GPL 
and HC prediction models. Model 2 
contained 32 financial ratios for the GPL 
function and the same 32 financial ratios 
for the HC function. S & B's criticism of 
the model development process are in- 
valid for several reasons. 

S & B arecritical ofthe 32 ratios chosen 
for consideration. They must realize, 
however, there is an infinite number of 
financial ratios that could be computed 
for any set of financial statements. 
Frankly, a model based on 32 ratios 
should be criticized for the lack of data 
reduction techniques, not because there 
are additional ratios that could have been 
developed for GPL models. The ratios 
selected for use in our study were those 
that were found to be useful in other 
studies of business failure. These ratios 
were selected for use in these studies 
because of the theoretical support re- 
ceived in the literature. Thus, we assumed 
that statement users are aware of these 
studies and have incorporated the ratios 
in their own prediction models. Since 
GPL information has not been widely 
distributed in the past, we agree with the 
FASB that we are entering a period of 
experimentation. Statement users will 
need to gain some experience with GPL 
data and may eventually develop alterna- 
tive approaches to analyzing GPL data, 
but initially they will rely primarily on 
the ratios they are accustomed to using. 
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More importantly, however, we feel that 
the 32 ratios selected capture a significant 
amount of information available in both 
GPL and HC financial statements. It 
would have been more helpful to us and 
others if S & B had indicated why the 
theories they cite should be incorporated 
in the analysis. Criticism is indeed very 
helpful, but even more helpful would be 
constructive comments incorporating 
these theories in the development of a 
related research project. 

Since there is an infinite number of 
financial ratios, it is possible that the 
particular ratios chosen excluded some 


- important GPL information. One aspect 


of the information content of monetary 
gains and losses (a particular concern of 
S & B) has been examined by another 
study (Norton, 1976]. Purchasing power 
gains and losses on monetary items were 
excluded from the income statement and 
treated as a balance sheet item. 

The classification of firms by financial 
statements using this alternative treat- 
ment of monetary gains and losses was 
equal or inferior to the classification of 
firms using the FASB-recommended 
treatment in each of the years examined. 
The study [Norton, 1976] concluded that 
the inclusion of monetary gains and 
losses on the income statement appears 
to be preferable for the prediction of 
bankruptcy to the alternative treatment 
examined and also caused different ratios 
to be important as indicators of bank- 
ruptcy. | 

.S & B are also concerned that. three 
models used subsets of the 32 ratios as 
independent variables in the MDA func- 
tions. The following data-reduction tech- 
niques were used: (1) stepwise discrimi- 
nant analysis with Wilks' Lambda as the 
criterion, (2) ratios chosen on basis of 
univariate F-ratios, (3) linear regression, 
and (4) the judgment of the researchers. 
Also considered, but not used, were 


Norton and Smith 


principal component and factor analysis. 
Because these methods are “heuristically 
identified,’ S & B suggest they are 
“essentially meaningless.” Almost any 
data reduction technique discards some 
information in return for computational 
efficiency. The choice of any data reduc- 
tion technique is arbitrary, and there is 
not an optimal data reduction technique 
because optimality cannot be identified 
in this context. But we strongly object to 
S & B’s statement that models 1, 3, and 4 
are “essentially meaningless.” Our ob- 
jective was to develop a model (or 
models) that decision makers would be 
likely to use for bankruptcy prediction. 
It is very unlikely that any decision maker 
would use Model 2 with 32 ratios. The 
instability in the functions and the multi- 
collinearity that existed among the vari- 
ables were indicated. Our research leads 
‘us to believe the comparison of HC and 
GPL and is quite sensitive to the vari- 
ables chosen. Given those conditions, it 
is important for the readers to view the 
results of several possible combinations 
of variables. Finally, S & B should be 
reminded that the 32 ratios of Model 2 
are themselves a subset of some larger 
group of ratios and in that respect are 
also “heuristically identified.” 

S & B’s statement that the separation 
of holding gains from operating income 
should have been investigated is unfortu- 
nate and confusing. The meaning of the 
term purchasing power gains and losses 
on operating income is unclear. The foot- 
note reference (footnote 4) to Prakash 
and Sunder [1979] further compounds 
the confusion. Prakash and Sunder ex- 
amined the benefits to be derived from 
dichotomizing income into current oper- 
ating profit and holding gain. Holding 
gain was defined as the change in specific 
asset prices. In fact, Prakash and Sunder 
assume throughout their paper that the 
general price level remains constant 
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[1979, p. 3]. In short, investigation of the 
holding gain/operating income di- 
chotomy is an issue clearly outside the 
Scope of our research on GPL financial 
statements. 


ANALYSIS OF RESULTS 


The overall classifications of firms 
using GPL Model 2 were better than the 
classifications using HC Model 2 in three 
of the four years and equal in the other 
year. S & B indicate that we “failed to 
note”. this fact and that “this result was 
not recognized anywhere in N & S's 
paper." However, those results are clearly 
evident to any careful reader in Table 2, 
and our discussion [p. 82] contains the 
following: 


Comparisons of the overall percentages of 

correct classifications indicate that the GPL 

model was more accurate than the HC model 

in three of the four years. (Emphasis in the 

original.) 
S & B seem to be quite interested in the 
discovery of Model 2's dominance of 
Models 1, 3, and 4. Because all four mod- 
els are estimates using all of the available 
data (7.e., no holdout sample), this must 
be the case. When one adds variables to 
the model, the effect must be to either 
explain more variation or, at à minimum, 
explain at least as much variation as the 
model which excludes the variables. Thus 
Model 2 is better than the Models 1, 3, 
and 4 but is пої the “best” that could be 
developed if even more variables were 
added to the MDA functions. 


TIME PERIOD 


It is regrettable that S & B were de- 
ceived by the time frame of the study. 
They acknowledge that the period of 
study was given as 1971-1975. Also, we 
carefully noted the following: 

7 A total of 30 bankrupt firms were identified 


that fulfilled the sample selection criteria. 
Three firms were identified as bankrupt in 
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1975, ten in 1974, eight in 1973, seven in 1972, 
and two in 1971 [p. 73]. 


Table 1 by S & B presents information 
about the inflation rates in each year, but 
the number of bankrupt firms by year is 
already available in the original study. It 
is unknown how this could be unclear or 
"fosters an impression that the time 
period of the study was favorable to the 
GPL information." Frankly, the authors 
conducted the study with a neutral atti- 
toward GPL information and did not 
intentionally establish a situation favor- 
able to either GPL or HC. After the 
study was completed, the rate of inflation 
increased drastically. The possibility that 
higher rates of inflation could affect the 
results of the study was considered and 
clearly stated: 


The rate of inflation during the time period 
studied was high, but an even higher rate may 
cause GPL financial statements to be more 
useful [p. 85]. - 


In view of the information already avail- 
able in our study, we are not receptive to 
the “time period" question raised by 
S & B. 


OTHER POINTS 


Several minor points should be noted 
for clarity. In footnote 1, S & B use cash/ 
current liabilities as an example of a ratio 
that is unaffected by GPL adjustment. 
That is true for firms which have only 
monetary current liabilities. An example 
of a non-monetary current liability is 


current deferred income taxes.” Any firm 


that had nonmonetary current liabilities 
would find the ratio affected by the GPL 
adjustment process. 

S & B's footnote 7 is bothersome for 
two reasons. First, S & B indicate that 
our prediction models assume nonsta- 
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tionarity. Instability was not assumed; it 
was a fact evident in the research results. 
The purpose for including Table 3 in the 
study was to illustrate the instability to 
the reader. We also included several 
paragraphs [p. 80] which discussed the 
implications of unstable discriminant 
functions. Second, S & B correctly indi- 
cate that decision makers do not a priori 
know the number of years to bankruptcy 
prediction. The facts that the decision 
makers do not know the number of years 
to bankruptcy and that the “best” model 
may be dependent upon the number of 
years to bankruptcy are the reasons it is 
necessary to analyze the results of more 
than one bankruptcy prediction model.? 


CONCLUSION 


S & B correctly indicate that other uses 
of GPL information must be examined. 
Perhaps the focus of future research 
should be to determine whether GPL in- 
formation is useful in assisting investors 
and creditors in predicting future cash 
flows in light of the FASB's current focus 
[FASB, 1978a]. However, S & B fail to 
illustrate that our conclusion “does not 
actually follow from the analysis and 
results." They also did not prove any 


-serious deficiencies in the methodology 


used to reach those results. We continue 
to contend that if the criterion of useful- 
ness is the ability to. predict bankruptcy, 
our study shows that GPL financial state- 
ments are equally useful as, but not more 
useful than, HC financial statements. 


2 Тһе FASB Exposure Draft [1974] favored non- 
monetary treatment of deferred income taxes, and we 
made GPL adjustments in accordance with that Ex- 
posure Draft. Recent statements such as FASB State- 
ment 33 [1979], have indicated that deferred taxes 
Should be considered monetary. 

? For evidence that the problem was addressed, the 
reader should refer to NortoX[1976, p. 79, 82, and 86]. 
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JAMES J. ADRIAN, Construction Accounting 
(Reston, Virginia: Reston Publishing Co., 
Inc., 1979, pp. xiii, 360, $21.95). 


As a result of the relatively low profit margins 
and high risks in the construction industry, the 
objectives of this monograph, as stated in the 
preface, are to assist construction firms in in- 
creasing their profitability while decreasing their 
risk and also providing external parties with a 
basis for evaluating the firm. Since the author 
analyzes effectively most problems confronting 
construction accounting, his suggestions for im- 
provement seem reasonable. 

In the introductory and following financial 
accounting chapters the author supplies basic 
construction accounting knowledge. No prior 
accounting knowledge is assumed. Significant 
accounting processes and procedures of the con- 
struction industry are presented in an easily 
understood manner. However, adding a more 
comprehensive chart of accounts would comple- 
ment this section. 

The contents of Section 2 cover managerial 
accounting; more attention could have been 
given to direct’ and absorption cost. These 
methods should be discussed in detail with more 
examples, especially for those who have little 
knowledge about these methods. In addition, the 
inclusion of footnotes (called “dip notes” in 
Turkey) would be useful and informative for 
anyone truly interested in the topic. 

Auditing, both financial and managerial, is the 
subject of the third section. Management audit- 
ing is “the appraisal of a firm’s accounting, finan- 
cial and other operations with the objective of 
improving the effectiveness and efficiency of 
these.” Consequently, disclosing management 
auditing results and findings merely to the con- 
struction firm would be most useful for the firm 
to determine future policies except that the 
reality of our years, inflation, is not considered. 
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Whether tax laws permit it or not, individual 
firms must determine how they are affected by 
inflation. Without taking inflationary effects into 
account, policies and decisions of any firm will 
be unsatisfactory. 

The unique characteristic of construction ac- 
counting comes from the peculiarity of long-term 
contracts. As a result, firms can choose legal 
alternative revenue recognition methods for 
these contracts. Due to these methods, not only 
the time of reporting taxable income from proj- 
ects is changeable but also the amounts. Ob- 
viously, these different taxable incomes, which 
are determined by the alternative revenue recog- 
nition methods, would be affected in varying 
degrees by the inflation. Effective and efficient 
results could be reached only with difficulty if 
inflation is ignored. The Jack of a unanimous 
decision on how inflationary effects should be 
disclosed does not mean that these effects may 
be ignored. Unfortunately, the author has not 
discussed how the inflation infection should be 
disclosed by construction firms. An excellent 
section on tax planning completes the book. 

Apart from the two shortcomings noted and 
the addition of a bibliography, this book is a 
valuable addition to the limited accounting 
literature available for this industry. 

MEHMET SAYARI 

Assistant Professor of Accounting 
The Ankara Academy of Economic and 
Commercial Sciences, Turkey 


AMERICAN HOSPITAL ASSOCIATION, Internal 
Control, Internal Auditing, and Opera- 
tions Auditing for Hospitals (Chicago: 
American Hospital Association, 1979; pp. 
v, 98, $15.00). 


This is billed as an extensive revision of a 1969 
manual entitled Internal Control and Internal 
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. Auditing for Hospitals. Actually, except for the 


^ titles, the two manuals are not very similar. Both 


serve a very useful purpose, and the new manual 
shoüld not be treated as a replacement for the 
old. The old manual was devoted almost ex- 
clusively to internal control, providing a detailed 
checklist for "virtually every area of the hos- 
pital’s operations in which internal. control 
'should be applied" (p. iii). The new manual dis- 
, Cusses concepts and elements of internal control 
(with only a couple of example questionnaires), 
principles of internal auditing, financial auditing, 
operations auditing and administration of the 
internal audit department. It is intended for a 
much broader audience, including the hospital 
administrator or board member who might need 
to know the benefits. of internal auditing or 
operations auditing to the hospital. Ernst & 
Whinney. served as consultants and wrote the 
manual at the direction of the Association. 
`- This manual draws heavily on AICPA internal 
control material, including internal control in an 


‘EDP environment, to, develop the fundamental . 
concepts and elements of internal control. This 


.is carefully related to the needs of the hospital by 
"bringing in the complexity of hospital operations, 
special reporting requirements, and: ditferences 
in organizational structüre. 


The role, objectives, tools, and processes of · 


internal auditing are considered. The documen- 
. tation and evaluation of the internal control 
system, including a brief description of the flow- 
charting technique for documentation, is also 
discussed. For the practice of internal auditing 
in the "financial" audit, two examples of.audit 
programs.and the basic process of audit program 
. development are presented. 
Over 25 percent of the text material is devoted 
to operations auditing, which is defined as ^The 
. examination of the compliance of operations 
with established policies, procedures, and sys- 
tems and of the assessment of operating per- 
formance in terms of cost-effectiveness and 
efficiency" (p. 51). Four major functions are 
- delineated: i ` 


`1. examining compliance with non-financial 
policies, procedures, and systems; 

. determining the cost and nonclinical effec- 
tiveness of departments or systems; 

. assessing the efficiency of departments or 
systems; and 


“ap 0 фб 


: concerns. 


(A distinction i is dts such that operations im- 
provement is excluded from operations auditing. 
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. investigating other special management | 
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This material is devoted to planning, perform-. 
ing, documenting, and reporting on the four 
major functions delineated. Example audit pro- 
grams are offered for compliance audits, cost 


. effectiveness assessment, and efficiency assess- 
` ment. 


Almost 20 percent of the text material is de- 
voted to administration of the internal audit · 
department. The necessity of support from top 
management and the governing board and for a 
reporting relationship to top management is 
stated. Position descriptions for four jobs in the 
internal.audit department are provided. The 
internal auditor's relations with the independent 
auditor and other hospital employees is dis- 
cussed. Also, developing audit schedules, docu- 


- mentation, reporting,' and. evaluation of the 


internal audit function are considered. . 

. Overall, the manual is successful in relating 
the concept of internal auditing and operations 
auditing to the hospital environment. It is a 
valuable addition to the literature. However, the 
predecessor manual should be kept in print. 
RoBEÉRT L. DICKENS 
Professor of Accounting 


RONALD A, ANDERSON, IVAN Fox,. and 
Davip P. Twomey, Business Law Princt-- 
` ples and Cases, Seventh Edition (South- 
Western Publishing Co., 1979, pp. viii, 
. 1069, $18. 25). 


Previous editions ot this text have been videly 


. used in undergraduate business law courses. A ` 


1976 survey of business law teaching in the 
United States reported that this edition's prede- 
cessor was the text most adopted by its sampling 
of business law faculty. (See A. W. Green, 


Survey of Business Law Teaching in the United . ` 


States, Américan Business Law Association, 
1976.) With such success, it might be expected ` 
that future -editions would contain minimal ' 
revisions regarding changes in the law. However, 
the Seventh Edition contains major revisions 
reflecting both legal developments and peda- 
gogical changes. The result is a substantially 
revised edition which, to this reviewer, repre- - 
sents an improvement upon an already excellent 
traditional business law text. nn 
The change most readily apparent ís in the 


book's authorship. Two new authors have 


replaced the late Walter Kumpf. The new con- 
tributors.are Ivan Fox. апа David Twomey. 
They join Ronald Anderson, who is the author 
of several other leading law books, including 


Book Reviews 


major treatises on the Uniform Commercial 
Code and insurance law. 

However, the book's basic format has not been 
changed. Retained is the text-case format of the 
past 1970 and 1959 editions. (The authors also 

have a 1980 edition by the same publishers 
" which has a text format only.) Each chapter 
consists of textual discussion of the law followed 
by three to five appellate court opinions showing 
‚ the law's application and current trends. This 
contrasts with other traditional texts (such as 
the H. Lusk, C. Hewitt, J. Donnell and A. 
Barnes, Business Law: Principles and Cases, 
R. D. Irwin, Inc., 1978) which intersperse court 
opinions with textual discussion. This latter 
approach presents an illustration of the law's 
application immediately after text discussion 
of a specific legal principle. However, this 
approach interrupts textual reading and makes 
it difficult for a professor to excise cases from 
assignments, The problem presented by juxta- 
posing the case marerial as a whole with the 
.text presentation as a whole is that the illustrative 
value of a particular case is delayed and often 
obscured. This problem is avoided in this book 
by the inclusion of case citations in the text 
directing the reader to the appropriate case at 
the back of the chapter. This is an advantage 
of this book over other business law books 
utilizing a similar format, such as the L. Smith 
and G. Roberson text, Business Law, West 
Publishing Co., 1977. 

The Seventh Edition is substantially shorter 
than its predecessoz, which, with over 1,200 
pages, was becoming known in some circles as 
the hernia edition. The Seventh Edition has 
relieved the burden by over 200 pages. The 
reduction was accomplished by a careful ex- 
traction of text material from the Sixth Edition 
that was too detailed for a student text. In 
attempting to retain the book's comprehensive 
nature, however, the authors have been reluctant 
to eliminate entire topics, choosing instead to 
retain familiar headings with more abbreviated 
text. What remains in some areas is but a 
skeleton of the previous edition's presentation 
of a topic. 

Not all changes are omissions. Text material 
has been added to reflect legal developments, 
and many new cases and chapter review case 
problems have been added. Thus, 142 cases 
from the Sixth Edition have been replaced by 
111 new cases in the Seventh. However, old 
favorites have not been foresaken. Adopters 
of past editions will find such familiar cases 
as Lucy v. Zehmer. 


- 525 


The book's 53 chapters are organized into 
12 parts. In spite of a one-chapter reduction 
in the total chapter count in relation to its 
predecessor, this edition has added a two- 
chapter part on estates. This was accomplished 
by combining six chapters of the earlier edition 
into three chapters in the Seventh. 

Many chapters have been reorganized sig- 
nificantly. Concepts appearing in one part of 
a chapter in the Sixth Edition now appear else- 
where in its Seventh Edition counterpart. 
Adopters of the last edition will have to re- 
organize their lecture notes or syllabi to avoid 
classroom confusion. By and large, the reor- 
ganization represents a more logical realignment 
of legal concepts. 

As with any law text, substantial legal develop- 
ments may outdate entire chapters even as the 
book goes to press. Congress did not consider 
the impact of its passage of the Bankruptcy 
Reform Act of 1979 upon business law texts. By 
virtue of this statute, Chapter 38 is now obsolete. 
In all fairness to the authors, this change has 
had a similar effect on other leading business 
law texts. Professors will have to supplement 
the text with different material when discussing 
bankruptcy. . 

The authors have also made minor changes 
which are of major significance to some. Sexual 
neutrality now exists in this edition. The Sixth 
Edition's "Imaginary Reasonable Man" is now 
the “Imaginary Reasonable Person"—taking 
away as a bad joke by business law professors 
Sir Alan Herbert's observation that in all the 
annals of jurisprudence there is no single 
mention of a reasonable woman. (See A. P. 
Herbert, Uncommon Law 1-6, Seventh Edition, 
Mathuen, London, 1972.) 

Furthermore, the treatise-like inclusion of 
footnotes, prevalent in the Sixth Edition, has 
been mercifully omitted. For example, the 
Sixth Edition's torts chapter contained 33 foot- 
notes. The same chapter in the Seventh Edition 
has only seven. 

There is an old notion that professors assign 
one book to their students, resort to another 
for their lectures, and use yet another for ` 
examination material. The practice among 
some business Jaw professors has been to as- 
sign Lusk to students, use Anderson for lecture 
prep, and resort to Smith and Roberson for 
exam problems. The habit may have to change. 
The result of the revisions discussed here, and 
others too numerous to mention in this review, 
is to make this edition more readable. The 
present edition no longer reads like a reference 
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manual. With this edition of Anderson, the 
ultimate beneficiaries of the book will be the 
students. 

Јонм D. BLACKBURN 

Assistant Professor of Business Law 
The Ohio State University 


HAROLD E. Arnett, Proposed Funds State- 
ments for Managers and Investors (New 
York: National Association of Accoun- 
tants, 1979, pp. ix, 139, $6.95). 


Prepared to report the results of a research 
study commissioned by the National Association 
of Accountants (NAA), this monograph served 
as background for the NAA's Statement No. 10, 
Management Uses of the Statement of Changes 
in Financial Position, issued on April 21, 1978. 
In this respect, it covers an area of funds state- 
ment usage that has been largely ignored for 
over 20 years, and thus is a welcome addition 
to the long series of articles and monographs 
(a series which is excellently referenced by the 
author) dealing with funds statements. 

Given the extensive literature, it is somewhat 
puzzling why the author has chosen to devote 
so much of the monograph to laborious and 
difficult-to-read sections on the history of funds 
statements, advantages and disadvantages of 
various definitions of funds, format of statements 
and technical arguments on funds from opera- 
tions, and even a discourse on industrial 
democracy. Except for the latter, these subjects 
have been argued ad nausea and are superfluous 
to the primary objectives of the monograph 
which concentrate on internal uses of the 
funds statement as a management tool. Also, 
for these purposes, the provisions of APB 
Opinion No. 19, Reporting Changes in Financial 
Position, which the author feels compelled to 
follow, are unnecessary, especially in view of 
likely changes that may arise from the current 
FASB project, Funds Flows and Liquidity. 
Nevertheless, Chapters Six and Seven comprise 
the major contribution of the monograph. The 
author extensively illustrates the use of the 
funds statement in planning and control at 
various organization levels. Also, a variety of 
ratios are developed and their uses discussed. 

The focus on reporting growth of the enter- 
prise and the financing of such growth is also 
novel. The author represents that growth may 
be measured by increased profits, market share, 
earnings per share, return on investment, and 
even asset patterns. Accordingly, the author 
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offers no single measure, but would adjust the 
presentation (and funds definition) to the 
immediate goal. А chapter is devoted to various 
illustrations of these growth-oriented funds 
statements. The bottom line is that the funds 
statement can be developed into a stand-alone 
financial statement that would be useful in 
evaluating the efficiency and effectiveness 
of an enterprise in generating income. 
HEcToR R. ANTON 
| Partner 
Deloitte Haskins & Sells - 


C. WARREN AXELROD, Computer Effective- 
ness: Bridging the Management/Tech- 
nology Gap (Washington: Information 
Resources Press, 1979, pp. xi, 200, 
$20.95). 


This book presents an analysis of various . 
methods of allocating computer resources with 
the objective of increasing the effectiveness 
of an organization's computing. The author 
has integrated a number of aspects of computer 
resource allocation within a single, cohesive 
framework. Considerations .of the value of 
computing are related to budgeting, market 
allocation mechanisms, job scheduling, and 
sequencing; this is made possible by the intro- 
duction of a "value function," which serves as 
a "common thread linking all aspects of compu- 
ter allocation" (p. 8). The intended audience 
of this work is "the technically sophisticated 
manager and the management-oriented re- 
searcher (p. xi). 

Part 1 of the book presents models of a 
general organizational framework, the budgetary 
decision processes, and the users decisions 
regarding demand. These models are used to 
importance of feedback 
between the user demand level and the service 
level provided under that demand. The dynamic 
nature of this system is then examined through 
the use of cobweb diagrams. 

The four chapters that comprise Part II 
develop an analytical structure for examining 
such issues as the (1) allocation of jobs to internal 
versus external computing facilities, (2) de- 
termination of optimal submission times for 
jobs, (3) effects of various control measures, 
such as pricing schemes and priority rules, on 


- user demand characteristics, and (4) nature 


of various operational job sequencing rules 
(e.g., FIFP and SPT) and their underlying 
implications concerning job value. All of these 
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analyses are based upon the introduction of 
the value function, which measures the utility 
of a job as a function of submission time, turn- 
around time characteristics, and other factors. 

Part III utilizes computer models to apply 
the analytical structure to hypothetical situa- 
tions. The models are applied to decisions 
relating to such issues as system capacity, 
internal and external computing, and operational 
job sequencing. Finally, the author briefly 
discusses the implications and possible exten- 
sions of his work. 

Computer Effectiveness is a very readable, 
well-organized treatise. Although analytical 
techniques are presented, the presentation is 
largely nonmathematical, and effectively uses 
graphical analysis. The book discusses numerous 
techniques, such as hard and soft money bud- 
gets, average-cost pricing, peak-load pricing, 
price-priority rules, and shortest-processing-time 
first rules, which are used widely in computation 
centers to improve system effectiveness. The 
author also presents clear, concise definitions, 
and states explicitly the assumptions underlying 
the analyses. 

The primary criticism of the book centers 
on the lack of practical methods of measuring 
the value function. The author also recognizes 
this problem, stating "These questions are 
addressed to some degree in this book although, 
admittedly, much work on the subject remains 
to be done" (p. 74). The various techniques 
presented depend upon a value function ex- 
pressed in dollar terms which reflects the value 
of a job to both the individual user and the 
entire organization. Although the author states 
that "the optimal allocation of user budgets 
is necessary for the marginal analysis of jobs 
to be applicable" (pp. 73-74), no guidance is 


provided for making such optimal allocations.. 


Furthermore, no concrete analyses of budgeting 
questions such as the effects of unrestricted, 
hard money versus restricted, soft money 
budgets are presented because the need to do 
so has been effectively assumed away. Un- 
fortunately, there is not enough substantive 
discussion of the selection of practical tech- 
niques to use for regulating demand optimally. 


Overall, the integration of various facets of 


allocation into a single analytical framework 
is useful and interesting, as is the discussion 
of many techniques currently in use. The work’s 
primary weaknesses relate to the lack of practical 
applicability of these tools without a means of 
measuring the value function, and the assump- 
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tions associated with the value function. 
Marc I. KELLNER 
Instructor of Accounting 
The University of Texas at Austin 


MICHAEL Z. BROOKE and MARK VAN 
BEUSEKOM, International Corporate Plan- 
ning (London: Pitman Publishing Limited, 
1979, pp. xi, 323, $18.95). 


The significance of planning in the inter- 
national corporate environment is emphasized 
in this work co-authored by a professor in a 
British university and a planning executive 
from a Dutch industrial company. Their ob- 
jective, as stated in the preface, is to produce 
“a readable study, which would put the flesh 
of an examination of international corporate 
planning onto the bones of an intellectual 
framework for the subject." The study is 
marginally readable, contains ample flesh, 
but suffers from weak bones. 

The book is almost entirely narrative with 
relatively few figures, tables, or flow charts. 
The author's writing style is ponderous. There 
are no problems, exercises, or case materials 
for student use. Thus, the book could not be 
used very effectively as a textbook. At the 
minimum, it might be used as a supplementary 
reading. 

The book's 12 chapters are divided into four 
parts. The first part describes in general terms 
the international company. "The enviroment" 
is described in Part II, followed by "the planning" 
in the third part. The "international planning 
function" is the topic of Part IV. Finally, two 
rather lengthy appendices entitled "The Theo- 
retical Background" and "The Business 
Foreground” complete the book. 

Three themes seem to run throughout the 
book. First, international planning is a process 
that is "going on all the time whether the fact 
is realized or not, whether the planning is 
formalized or not" (p. 1). Second, international 
planning is a specialized responsibility, often 
requiring "specialists" to carry it out. Third, 
the major activities within planning are decision 
preparation, translation, and implementation. 
These themes are discussed in general terms 
repeatedly but without including much in the 
way of concrete analysis or specific principles. 

On a more positive note, the portions of 
the book which describe international business 
as opposed to planning may be of use to a 
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reader who desires some background informa- 
tion on conducting business in foreign countries. 


In summary, the authors have produced а. · 


book which only partially achieves their purpose. 
The writing style makes the book readable only 
with effort. The generalized coverage of the 
topic implied by the title provides considerable 
flesh, but the lack of description in specific 
terms of planning tools or examples produces 
a weak bone structure. 

Barry G. KING . 
Professor of Accounting 
North Texas State University 


\ 


THE CANADIAN INSTITUTE OF CHARTERED 
ACCOUNTANTS, Estimating Current 
Values: Some Techniques, Problems and 
Experiences, A Task Force Report 
(Toronto: The Canadian Institute of 
Chartered Accountants, 1979, pp. vii, 
48, $6.00). 


The title aptly describes the content of this 
report. The “procedure only” approach is 
slightly unique in this inflationary time when 
each segment user of financial statements— 
investors, organized labor, analysts, and govern- 
ment planners—has some reservations as to 
the adequacy of figures based on historical cost. 
Responses from participating companies led 
the task force to six conclusions, one of which 
was "There would be no real incentive to ex- 
periment in estimating current values unless 
the information provided would be useful to 
internal management" (p. 2). 

This sets the stage for the second chapter: 
I. Current Entry Prices and Current Exit Prices, 
and П. Present Values. These are further 
subdivided into: A. Direct Price Techniques, 
1. Direct pricing, current entry, and exit prices 
on specific items, and 2. Unit pricing; B. Ref- 
erences Techniques, 1. Reference to productive 
capacity, 2. Cost per unit of input/output, and 
3. Functional pricing; and C. Indexes, 1. Ex- 
. ternal and 2. Internal. The only technique under 
Present Value is discounted cash flow. 

Four chapters expand on the specific tech- 
niques—Direct Pricing, Reference, Price 
Indexes, and Discounted Cash Flow—with all 
topics. covered in four pages, or less. The re- 
deeming feature of these chapters is that they 
are concise.'One chapter recites a short list 
of professionals who can be consulted, but 
another of the conclusions from respondents 
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cited by the task force all but precludes their 
use, since "Cost was a significant constraint. 
One result of this was that very little use had 
been made of external appraisals" (p.2) A 
chapter on.intangible assets, pension liabilities, 
and leases merely restates the proposition that 
these items are often difficult to quantify. 
Another chapter suggests that special con- 
sideration ‘be given to both renewable and 
non-renewable resources. Difficulty in measur- 
ing reserves and the inability to replace non- 
renewable resources are two reasons given. 

А chapter on costs and perceived benefits 
tends to be the most illuminating in the report. 
А three-column exhibit, Objective(s) of Current 
Value Exercise, Costs, and Perceived Benefits, 
gives data on 13 specific respondent companies. 
Nine state the Objective as compliance with 
SEC reporting requirements, and six of the 
nine use the same source as a Perceived Benefit, 
if not the only benefit. The cost figures were 
also of interest, ranging from a low of $20,000 
to a high of $165,000 to develop a system for 
restatement, and these figures were only ap- 
proximations, probably on the low side. 

The book concludes with a series of nine 
concise cases taken from respondent companies 
and are included for purposes of illustration 
and to stimulate discussion. Cases E and F, 
Compilation of Component Indexes and Prepara- 
tion and Uses of an Internal Index, are of 
interest. The former contains an exhibit, 
"Bibliography of Sources of Canadian Price 
Indexes for the Restatement of Values of In- 
ventories and Capital Expenditures," which 
can be most useful. The latter indicates that 
internally generated indexes can be more reliable 
for a given company than a general or external 
index. ` 

Two hundred and ninety companies, es- 
sentially selected from the "Financial Post 300" 
were sent questionnaires, and from that process 
36 large firms were identified and assisted the 
task force. From that base and the potential 
for an in-depth study, this report leaves a great 
deal to be desired. It apparently fulfils its 
mission, reinforcing the indication of the need 
for further research into the practical problems 
of determining current entry and exit prices 
stated in the Discussion Paper, Current Value 
Accounting (CICA, 1976). The need is still 
there, and, as this report is interpreted, research 
and experimentation cannot be counted on, 
voluntarily, in the business world laboratory. 
The cost element is high, usefulness to internal 
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management has not been adequately proven 
to them, and, according to the report, those 
companies involved became so primarily because 
of the SEC filing requirement, not due to a 
desire to improve financial reports. 

Much more definitive and contributory work 
has been done in this area. One example is 
Current Value Accounting, edited by Warren 
Chippendale and Philip L. Defliese, and the 25- 
page annotated bibliography contained therein. 

Don-RIcE RICHARDS 
Associate Professor of Accounting 
James Madison University 


Jonn C. CLARK, THOMAS J. HINDELANG, 
and ROBERT E. PRITCHARD, Capital Bud- 
geting: Planning and Control of Capital 
Expenditures (Englewood Cliffs: Prentice- 
Hali, Inc., 1979, pp. ix, 468). 


This text is aimed at undergraduate seniors, 
graduate students to the doctorate level, and 
practitioners and represents ап extensive 
review of capital budgeting concepts, processes, 
and techniques. Topics covered are cash flow 
models, risk analysis, mathematical program- 
ming, multinational firms, leasing, capital 
reorganization, and project review and control. 
Portfolio analysis and CAPM (Capital Asset 
Pricing Model) are featured. This is as complete 
a review of capital budgeting as the reviewer 
has seen. There is appropriate discussion of 
the various sides of the issues and there is ample 
material to provide a basis for further discussion. 

No obvious errors in the mathematics were 
noted, although the assumption made that 
accounts payable is a constant proportionality 
is in error. At the extreme of the demand 
spectrum, most working capital items are 
capable of extreme variations. Accountants 
will flinch at the reference to depreciation as 
a source of funds. 

The impact of input errors upon the models 
is discussed through sensitivity analysis, and 
uncertainty in input is covered in risk analysis. 
This, of course, does not address measurement 
errors as such, and although this topic should 
be covered directly, it never is. This is especially 
relevant with the current interest in the systems 
approach. Measurements do not provide the 
needed total systems effect. The interrelation- 
ships which exist between the elements of the 
firm, whether they may be functional such as 
finance and marketing or operational such as de- 
partments and divisions, are not covered by 
present models. In this sense, all projects are 
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interdependent, not necessarily with other con- 
sidered models but with other elements of the 
firm. 

A more explicit union of capital budgeting 
with firm strategy is needed. Maximizing the 
wealth of individual projects cannot maximize 
the wealth of the firm as a whole. Using stock 
prices as the indicator of maximization, as the 
authors do, does not overcome this problem. 
Indeed, the measurements involved in the use 
of stock prices would deter the reviewer, how- 
ever sound the concept might be. The use of 
goals other than wealth maximization is dis- 
cussed. Sometimes forgotten is that firms legally 
can subscribe to a variety of goals in a reasonably 
satisfactory way. 

In sum total, the content of capital budgeting 
material is quite extensive in both scope and 
depth. What is missing, true system concepts 
and strategic implications, are common omis- 
sions. The authors do, as they intend, provide 
the users for whom they are writing with a base 
for developing some understanding of this 
highly complex subject. 

RICHARD LINDHE 
Visiting Professor of 
Accounting and International 
Business 
Northeastern University 


Kerra Н. Cooper and Сог C. MILLS, 
Canada at the Pension Crossroads (New 
York: Financial Executives Research 
Foundation, 1978, pp. xi, 221, $6.00). 


This book reports the results of a study to 
assess the capacity of Canada's present pension 
system to provide adequately for the nation's 
retirement income needs and to explore alter- 
natives for inprovement. 

The report is directed to two audiences: 
strategists concerned with the main framework 
of issues, and specialists desiring technical 
details. Accordingly, the monograph is divided 
into nine chapters (71 pages) of condensed text 
material and 17 supporting appendices (150 
pages). 

In brief, Canada's present pension system, 
jointly sponsored by government and the private 
sector, consists of a combination of federal, 
provincial and private plans. Other than Old 
Age Security, the government role is mainly to 
provide benefits related to earnings up to a 
limit designated as Yearly Maximum Pensionable 
Earnings (YMPE). Coverage based on earnings 
above YMPE is left to the private sector. 

Other alternatives analyzed are (1) expansion 
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of the existing statutory plans, but permitting 
companies an exemption option, (2) government 
take-over of all coverage up to the YMPE limit, 
and (3) mandating of private plans. All four 
‘alternatives are examined against criteria of 
income adequacy, practical cost manageability, 
mobility recognition, intergenerational tax 
transfer, capital market effects, and sponsor 
competitiveness effects. Four chapters of text 
material are devoted directly to income ade- 
quacy, including development of benefit 
guidelines and discussion of employer ability 
to provide for adequate benefits in view of 
cost, administrative, and regulatory constraints. 
The problem of inflation is also given prominent 
attention. 

"The authors endorse continuation of the 
present structure without claiming clear demon- 
stration of superiority of this option under the 
listed criteria. But the value of the report lies 
not so much in the authors’ conclusion as in 
the informative presentation of key features of 
different types of pension plans and discussion 
of the practical economics of pension systems. 
Regarding this point, the brevity of the text 
material seems well compensated by the ex- 
tensive statistics and illustrative analyses con- 
tained in the appendices. 

The study is a worthwhile contribution of 
direct relevance to Canadian pension planning. 
Beyond that, it should be a useful reference for 
anyone interested in the general subject of 
pension systems. However, the study is not 
designed as a course textbook for any area. 

СЕОКСЕ Н. NEAL 
Associate Professor of Accounting 
University of Windsor 


Joun W. CouGHLAN, Financial Reporting 
and Accounting in the Trust Business 
(Washington, D.C.: American Bankers 
Association, 1979, pp. x, 194, $35.00). 


This text develops a framework for generating 
and presenting financial information to promote 
profit-oriented decision making in trust depart- 
ments, Rather than emphasizing the existing 
state of the art in trust department accounting 
and reporting, the attempt is to address some 
of the major contemporary issues involved in 
profit center management, financial reporting, 
and accounting for trust departments. Although 
the current use of many of the techniques 
discussed is limited in actual practice, the text 
encourages future experimentation. It is a 
project of the Operations Committee of the 
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Trust Division of the American Bankers As- 
sociation. 

The first chapter discusses the need for trust 
managers and financial statements to be profit- 
oriented as opposed to being concerned solely 
with gross revenues. Questions are raised which 
should cause many trust managers to take a 
more careful look at their respective operations. 
As an example, there is consideration as to 
whether there are too many trust departments 
in existence at the current time, and a conclusion 
is reached that perhaps there is an excess. 
Presumably, potential entrants into the trust 
business should evaluate very carefully whether 
they have something unique to offer. 

Trust managers are encouraged to relate 
their internal decisions to  profit-oriented 
financial statements in order to evaluate per- 
formance. 

The second chapter considers how financial 
statements can be utilized to improve the 
decision-making process. It centers on a dis- 
cussion of how traditional cost accounting 
concepts may be applied to the decisions 
normally made in a trust department and draws 
heavily on cost accounting concepts commonly 
utilized by manufacturing firms in order to 
evaluate performance and allocate scarce re- 
sources. Terms such as common costs, con- 
tribution margin, controllable costs, opportunity 
costs, cost centers, and differential cost abound. 
The central point throughout the discussion is 
the expressed need for a contribution margin 
emphasis in trust department accounting in order 
to answer key questions concerning alternative 
price structures, benefits of certain divisions, 
profitability of new and old business, and areas 
which deserve emphasis. Numerous hypothetical 
situations are employed to illustrate the ap- 
plication of cost accounting concepts to a trust 
department. 

The third chapter contains a discussion of 
real life considerations necessary to implement 
some of the theoretical concepts introduced 
earlier. Accordingly, many detailed illustrations 
are presented which compare the traditional 
classification of revenues and expenses employed 
by a trust department with classifications which 
emphasize a cost-volume-profit relationship. 
The narrative discussion centers on an evaluation 
of how the internal reporting system may be 
modified in order to evaluate progress towards 
identifiable goals. The financial statements 


- applicable to various organizational units, such 


as income statements for the bank as a whole, 
the trust department, the corporate trust unit, 
the personal trust unit, and the individual trust 
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officer, are all discussed and illustrated. The 
emphasis is appropriately more concerned with 
responsibility accounting than with merely 
achieving a full allocation of all costs. 

The last chapter presents an overview of an 
account coding system. Each account number 
within the system is devised in order to identify 
three separate goals: an organization code, 
a decision code, and a conventional account 
‘code. The organization code is used to relate 
the individual accounts to the manager or 
person responsible for the decision. The decision 
code is employed in order to distinguish between 
fixed and variable elements. The conventional 
account code classifies the account according 
to major asset, liability, equity, revenue, or 
expense categories for financial statement 
purposes. The two appendices consist of a 
sample chart of accounts for a trust department, 
and an investigation of how a balance sheet 
may be prepared and analyzed for the individual 
trust department as contrasted to the bank as a 
whole. 

The text is very readable, easy to follow, 
and encourages improvement in financial re- 
porting and evaluation. As such, it is useful 
for evaluating and improving trust accounting. 

RICHARD Е. KOCHANEK 
Associate Professor of Accounting 
University of Connecticut 


JonaTHAN J. Davies, Editor, Papers Pre- 
sented at the 1978 Accounting Research 
Convocation on the Subject of Seeking 
Full Disclosure (School of Accountancy, 
The University of Alabama, November 
1978, pp. xviii, 160, $3.50). 


This is the output of the 1978 Accounting 
Research Convocation conducted at the Univer- 
sity of Alabama on the subject of “seeking 
full disclosure.” The expressed purpose of the 
Convocation was to offer “an opportunity for 
leading researchers to stimulate minds of 
others.” Presentations are grouped under six 
major topics, with pertinent representation from 
the academic and the practicing sides. 

Criteria to be used in judging accounting 
policies was discussed by Professor David 
Solomons, University of Pennsylvania, and 
Mr. Kenneth Johnson of Coopers & Lybrand. 
Solomons’ observations on the two criteria of 
relevance and reliability should be of interest 
to accounting researchers and practitioners 
alike. 

In the section on the effect of time period 
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assumptions on disclosure, Professor Richard 
Mattessich, University of British Columbia, 
presented a theoretical analysis that could be 
regarded either as ambiguous and incompre- 
hensible or as intellectually stimulating. On 
the other hand, Mr. R. C. Steiner, Deloitte 
Haskins & Sells, presented the more practical 
ramifications of interim versus annual dis- 
closures, with adequate and relevant examples. 

Professor Orace Johnson, University of 
Illinois at Urbana-Champaign, provided back- 
ground considerations, a conceptual model, 
and some  thought-provoking conclusions 
in his treatment of the effect of data ownership 
and control on accounting disclosure. Johnson’s 
analysis leads to the interesting and debatable 
conclusion that public rights in financial ac- 
counting data may result in dysfunctional 
welfare redistribution through inefficient 
resource allocation. 

Mr. Michael Alexander, the FASB's Director 
of Research and Technical Activities, presented 
a broad description of the FASB's process for 
standard setting, with special emphasis on the 
research involvements. The first half of his 
paper can make good reading for accounting 
students who need an exposure to the FASB's 
operational process. The second half of the 
paper focuses on future directions for research. 

As is generally the case in a collection of 
seminar papers, this book provides some in- 
teresting and relevant views but also suffers 
from the normal weaknesses of such collections. 
For example, the magnitude of "research" on 
which views were based for this "Accounting 
Research Convocation" might be questioned. 
Presentations were mostly of a descriptive — 
nature and/or were used as vehicles for ex- 
pressing personal views. Articles appeared to 
range from a direct relationship to the subject, 
"seeking full disclosure", to a highly tenuous 
relationship. One's imagination would have to 
stretch considerably to find an organization 
thread that could tie this convocation into a 
unified whole. Despite these limitations, some 
of the contributions can achieve the stated 
purpose of stimulating "the minds of others." 

YEZDI BHADA 
Professor of Accounting 
Georgia State University 


InviNcG DrucaTCH, Dynamic Cost Reduc- 
tion (New York: John Wiley & Sons, Inc., 
1979, pp. xi, 195, $23.95). 


This book is another in the "financial man" 
series by Ronald Press Publications. It is in- 
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tended to be a "practical" series for businessmen 
in general and for financial specialists, including 
accountants, in particular. The purpose of this 
book is to introduce a new approach to cost 
reduction called Dynamic Cost Reduction 
(DCR). The book is intended to be a manage- 
ment textbook with an emphasis on interpreting 
data. It is not a mathematical treátise, and the 
tools and concepts discussed are presented in a 
simple, non-mathematical, and easily understood 
format. The book is organized into nine chap- 
ters, with Chapter 8 devoted exclusively Чо 
several DCR case studies. Throughout the book, 
the author presents cases to illustrate the 
implementation of various phases of a DCR 
program. These cases are useful in attempting 
to provide the reader with explications of the 
techniques discussed in the book. 

A main theme of this book is the author's 
challenge to the "productivity concept". The 
author feels that industrial engineers have 
advocated that productivity gains are the answer 
to improved profits. This approach, he feels, 
is an inadequate one because it attacks only 
the visible symptoms (p. 17). The first chapter 
deals with the inadequacy of the "productivity 

- concept". It is felt that business has concentrated 
too much on increasing productivity; however, 
such increases do not automatically increase 
profitability. In some instances, the author 
argues, these two concepts (productivity and 
profitability) may be at odds, Growth is the 
important ingredient for success. Increasing 
productivity does not necessarily affect company 
growth. A measure of company growth is the 
“profitability index". In.Chapter 2, a profitability 
index is developed and illustrated. The author 
feels that growth and profit are interdependent 
and that the profitability index provides a 
measure of profitability for a company. The 
author's definition of profitability is, "Profit- 
ability is best defined as the quality of possessing 
an operating profit which contributes to the 
growth of the company" (p. 19). The profitability 
index (PI) is presented as: 


РІ = Уошшеё (Units) X (Unit Price - Unit Cost) 
Investment ($) X Time 


"Chapter 3 illustrates how inadequate static 
cost reduction is (or may be) to solve company 
problems. It is argued that a DCR program is 
needed, and the remainder of this chapter 
develops the blueprint for the establishment 


of a DCR program. In addition, the author' 


indicates the types of situations where DCR 
can be applied. | 
Sensitivity analysis is introduced in Chapter 


4. By the use of sensitivity analysis, the areas. 
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of cost reduction which would provide the 
greatest payoff may be identified. The issue 
of how cost analysis and control should be 
modified to implement DCR is discussed in 
Chapter 5. Specifically, such techniques as 
capital expenditure analysis, breakeven analysis, 
incremental analysis, return on investment 
analysis, inventory cost control, and a few others 
are discussed and illustrated. This chapter may 
be viewed as a "technique" chapter; that is, 
it presents a potpourri of cost analysis and 
control techniques which can be used to effect 
DCR. In Chapter 6, the author discusses short- 
interval scheduling, which is a cost reduction 
technique for providing savings in labor costs. 
After discussing the various techniques for 
DCR, Chapter 7 addresses itself to the question 
of planning and organization for an effective 
DCR program. Fundamental to the imple- 
mentation of a DCR program is the establishment 


‘of a team effort for planning and goal setting. 


Participation in the planning of a DCR program 
by all managers provides the sustained motiva- 
tion needed for the success of the program. 
In addition, a key to the success of a DCR 
program is auditing of the operations and making 
needed corrections. 

In the final chapter, the author summarizes 
the basic differences between static cost 
reduction and dynamic cost reduction. In es- 
sence, the management tools and techniques 
discussed throughout the book are not new. The 
author suggests that DCR is effective because 
of better planning and a basic change. in 
management philosophy from an emphasis on 
productivity to one of profitability. 

A few final thoughts should be made before 
concluding this review. First, it is difficult 
to take exception with what is said in this book. 
However, it is doubtful that a business manager 
who reads this book will discover anything new— 
it may serve to emphasize and reinforce what 
he should already know. Second, there are 
a number of graphs and schedules which are 
used throughout the book to depict certain 
relationships. However, the author does not 
cite any data sources to support the numbers 
used in these graphs and schedules. And finally, 
the book presents what appears to be "quick 
solutions" to complex problems confronting 
complex business organizations. Rather than a 
"quick solution", many of the problems dis- 
cussed in the book require a great deal of 
effort and time—a point of which business 
managers must also be aware. 

Louis F. BIAGIONI 
. Professor of Accounting 
Indiana University 
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Tuomas К. Dyckman, with assistance of 
ABBIE J. SMITH and the FASB Starr, The 
‘Effects of the Issuance of the Exposure 
Draft and FASB 19 on the Security 
Returns of Oil and Gas Producing Com- 
panies, Research Report (Stamford, Con- 
necticut: Financial Accounting Standards 
Board, 1979, pp. xi, 84, $6.00). 


The passage in December, 1975 of the Energy 
Policy and Conservation Act placed strong 
pressures on the FASB to develop uniform 
accounting practices for companies engaged 
in the exploration for and production of crude 
oil or natural gas in the U.S. In the following 
effort, on July 15, 1977, the FASB issued an 
Exposure Draft, “Financial Accounting and 
Reporting by Oii and Gas Producing Com- 
panies," which placed the Board on record as 
favoring the successful efforts (SE) method of 
accounting rather than the full cost (FC) method. 
In early December, 1977, the FASB released 
its Statement No. 19, requiring that a form of 
successful efforts be uniformly adopted. Since 
the SE method requires the expensing of geo- 
logical and geophysical costs—and of unsuccess- 
ful. exploratory wells rather than the initial 
capitalizing of these costs by cost centers 
(as is done in FC accounting)—companies 
mandated to switch from FC to SE accounting 
generally would be required to report less 
favorable income. In order to be able to respond 
to inquiries on the economic consequences of 
the proposed new standard, in one of several 
economic studies, the FASB sponsored a study 
of the impact, if any, of the Exposure Draft 
on the security returns of firms using FC ac- 
counting compared to those of firms already 
reporting on an SE basis. 

The proposition to be tested by the study 
was that information contained in the Exposure 
Draft (and subsequently in the Statement itself) 
had not produced a negative impact on the 
security returns of FC firms relative to SE firms. 
This one-sided hypothesis is a classic form of 
the Efficient Market Hypothesis (EMH) which 
holds that capital markets are efficient in 
the semi-strong sense, that js, that securities 
markets are able to see through differences 
in reporting and to evaluate the underlying 
economic health of individual firms. 

Where tests of a purely statistical nature are 
concerned, personal reservations or convictions 
cannot, of course, intrude. Since Professor 
Dyckman on more than one occasion in the 
past sounded warnings against too naive a view 
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of the efficient market hypothesis by pointing - 
to evidence contrary to the hypothesis, by 
questioning the frictionless nature of the market 
adjustments suggested by more ardent advocates 
of the theory, and by suggesting that accounting 
information might have a greater impact than 
some would have us believe, the assumptions 
of the model receive very special scrutiny and 
the acceptance of the hypothesis is somewhat 
qualified. Yet, with respect to methodology 
and to conclusions, the report is very much 
another EMH report confirming the theory. 

Statistically, not. one but a series of tests 
are performed on several data sets. In the first 
test, a sample of 44 firms (22 FC experimental 
firms matched with 22 SE control firms) was 
used to compare security return differences. 
A methodology adopted by Gonedes and modi- 
fied by Harrison creates for comparison purposes 
an SE portfolio and an FC portfolio, each with 
relative risks set equal to one. Weekly returns 
for the two portfolios are tested both for a 
22-week period spanning issuance of the Ex- 
posure Draft and for only the 11 weeks following 
its issuance. Testing was primarily non-para- 
metric, although tests were made for the initial 
phases of this test. The overall conclusion of 
this first phase of testing at a .05 probability 
level is that, despite some reaction in the first 
week after issuance of the Exposure Draft, 
the market did not react negatively toward FC 
firms relative to SE firms. 

In the second phase of testing, residual 
returns, ie., prediction errors from a market 
model for FC and SE firms, are examined for 
differential results, both for the Phase I sample 
and for a broadly expanded group of firms in 
the oil and gas industry (Phase II tests). Periods 
tested again include the 22 weeks (11 before and 
11 including and after the Exposure Draft) and 
the 11-week period after issuance. Tests in this 
phase were entirely non-parametric. In this 
phase of the testing, results did not support the 


‘null hypothesis of no difference in means and 


variability of test statistics as strongly as had the 
testing in Phase I. For the 11-уеек post-Ex- 
posure Draft period, use of the Walsh text 
showed residual returns of FC firms to be lower 
than those of SE firms at the .05 level (thus 
recommending rejection of the null hypothesis 
of no effect), and in three other situations 
rejection of the null hypothesis was suggested, 
not at the .05 level but at the .10 level. For 
Phases Ї and II, both means and variances of 
return differences of residual returns were 
subjected to testing. Also, a separate analysis 
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was made to test agdinst a significant increase in 
transaction volume during the week of the 
Exposure Draft's issuance. 

Finally, in the third phase of testing, the effects 
of the issuance of FASB Statement No. 19 itself 
were examined and found not to be significant. 
For this phase, a shorter time period was used 
so that the results of the study could be available 
for the SEC hearings in May 1978. Despite the 
pressures of this time constraint, the data col- 
lection effort for the survey appears to have 
been made with meticulous care and attention 
in detail. Approximately a third of the 84-page 
report is devoted to the sample selection process, 
and one advantage of such a report over a 
journal article is that the report can afford to 
report on sources and disposition of data to an 
extent not possible or practical in scholarly 
journals. 

Professor Dyckman concludes his report with 
a very careful section on limitations of the 
report, dealing successively with (1) the possible 
impact on high risk FC firms of a mandated 
change,(2) size differences between portfolios, 
(3) the possible effect and timing of other in- 
formation events, (4) industry issues, and (5) 
sample considerations. One concern with 
methodology, touched on at several points in 
the study (refer to p. 38, quotation from Collins 
and Dent) which is not formally listed as a 
limitation and which, for this reviewer, still 
remains to be resolved, is related to the power 
of the tests when sample size is not easily con- 
trolled. Should not a higher probability level, 
such as .10 or .20, be associated with rejection 
or the null hypothesis of no significant market 
effects? Stated otherwise, in such studies are 
we impelled by such clear-cut imperatives to 
minimize Type I errors, as we are in the case 
of classical null hypotheses such as "this chemi- 
cal is not safe for public use!" or "this bridge 
iron is not strong enough to support truck 
' Joads!”? For such hypotheses, rejection of the 
null hypothesis when it is true (a Type I error) 
has fatal consequences; acceptance of the null 
when it is false (a Type II error) merely results 
in over-testing or over-building. For tests of the 
EMH kind, it is not clear that the costs of 
rejecting the null hypothesis Ho (that security 
market effects of an accounting standard pro- 
nouncement are not significant when that is 
true) overwhelm the cost of accepting Ho when 
in fact market effects are significant. What 
are the costs of overregulation versus those 
of ignoring economic impacts of standardizing 
income reporting? 
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In any event, the report concludes that the 
statistical tests were not strong enough to permit 
a conclusion that returns of FC firms were 
adversely affected. The research report was 
published in March, 1979, but the donouement 
of the issue of accounting and reporting for 
oil and gas production is, of course, not yet 
at hand. On February, 1979, in response to SEC 
ASR's 253 and 258, the FASB issued its State- 
ment 25, amending FASB 19 and suspending 
the requirement for SE methods of accounting. 
The SEC apparently believed that neither FC 
nor the more conservative SE accounting 
approach adequately recognized the immense 
discovery values of the reserves of oil and gas 
producers, especially for the major firms, the 
majority of which already use some form of 
SE accounting. But none of these subsequent 
events detracts from the professional excellence 
of Dyckman's research. 

RENE P. MANES 
Professor of Accountancy 
University of Illinois at Urbana-Champaign 


RicHARD E. FLAHERTY, The Core of the 
Curriculum for Accounting Majors (Sara- 
sota, Florida: American Accounting 
Association, 1979, pp. xi, 234, $6.00). 


What is the "accounting core"? To find out, 
a sample of 130 educators and 456 practitioners 
were asked, via questionnaire, to assess the 
importance of 197 accounting topics. They 
were also asked to express an opinion on the 
degree to which two "educational objectives" 
need to be achieved for each topic. The impetus 
for this study is identified, the methodology 
is described, and the survey results are elabor- 
ately and exhaustively reported. 

The project, supported by a grant from the 
Price Waterhouse Foundation, was suggested 
by the symposium reported in Education Series 
Number 2, Researching the Accounting Cur- 
riculum: Strategies for Change (AAA, 1975). 
The primary outcome sought was the identi- 
fication of the "accounting core," and Chapter 
3 of this study suggests one, under the title, 
"The Body of Common Accounting Knowledge." 
There are also (overlapping) "area cores" based 
on the responses of subsets of the sample. The 
areas are managerial accounting, information 
systems, taxation, financial accounting, auditing, 
and generalist. Membership in a subset is based 
on a self-characterization, and the numbers 
range from 141 members of the financial ac- 
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counting area to 55 members of the information 
systems area (only one of the latter being an 
educator). 

The common core turns out to be 105 topics 
ranging from the top three (balance sheet, 
internal control: principles and revenue and 
expense recognition) to the three core inclusions 
rated least important (fund accounting: finan- 
cial statements, installment sales, and audit 
administration: supervision). To qualify for the 
core, it was necessary for the upper limit of a 95 
percent confidence interval about the mean to 
equal or exceed the middle of the. response 
scale for importance of the topic—a necessarily 
arbitrary choice. This criterion was not applied 
overall, but had to be met by measures of each 
of the 11 subgroups. In area cores, both educator 
and practitioner members' ratings had to meet 
the cut-off. 

The sample selection is interesting. In the 
case of educators, the 130 were simply those 
nominated by 11 academic members of the 
project advisory committee as having relevant 
expertise. The public accounting sample was 
nominated by individuals within the AICPA. 
The sole industry member of the advisory com- 
mittee, working with members of the Financial 
Executives Institute, identified and recruited 
industrial practitioners. The cover letter, over 
AAA president Wilton T. Anderson's signature, 
stressed that, "This is not a random sample. 
We are convinced that you can assist us... ." 
Probably this resulted in a high response rate, 
although this is not mentioned. 

The project director believes that the core 
105 topies "should be required as part of the 
curriculum for all accounting majors." Pre- 
sumably, this requirement is the one character- 
ized by the symposium as “that collection of 
accounting subject matter which every ac- 
counting major should be required to take and 
be expected to understand” (quoted on p. 2). 
The reviewer believes that accomplishment of 
the implied understandings is indeed difficult; 
furthermore, he is curious about the sample’s 
response (unreported) to the questionnaire 
item asking an opinion about the number of 
years of formal education necessary to prepare 
for entry to an accounting career. 

This. study represents a great deal of work 
which is wasted if the refinement of the core 
is not spelled out operationally and reduced to 
something manageable within a feasibly-long 
academic career. As a minimum, strict tests 
of attainment will have to be a feature of 
program accreditation. 
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FRANK A. SINGER 
Professor of Accounting 
University of Massachusetts at Amherst 


WILLIAM E. FRUHAN, JR., Financial Stra- 
tegy, Studies in the Creation, Transfer 
and Destruction of Shareholder Value 
(Homewood, Illinois: Richard D. Irwin, 
Inc., 1979, pp. 301, $15.95). 


This book describes how some firms have 
achieved entry into the Hall of Fame of Ameri- 
can business. This select group of U.S. non- 
financial corporations is defined as those that 
have consistently managed to earn rates of 
return that exceed the cost of their equity 
capital. One purpose of the book is stated as 
“a detailed examination of how a particular 
firm made it” may produce insight as to how 
others might achieve similar results. The broad 
objective of the book is to demonstrate that 
systematic thinking about methods for creating, 
transferring, and destroying shareholder wealth 
can have a significant financial payoff for a 
firm’s shareholders. The book uses several 
case studies to convince the reader that the 
prospect of significant payoff is real. 

Part 1 of the book presents the results of an 
empirical study used to identify Hall of Fame 
firms. Return on common stockholders’ equity is 
used as the measure of success. Firms that con- 
sistently earn rates of return exceeding the cost 
of equity capital are identified from 1,448 firms 
on the coMPUSTAT tape during the period 
1966-75. Seventy-two firms earned rates of return 
in excess of 15 percent for all ten years. 
This list is narrowed to 31 firms which earned 
real returns in excess of capital costs adjusted 
for advertising and research and development 
costs and replacement cost. In an appendix, the 
author shows how these adjustments were made 
to Avon Products, which might be of interest 
to accounting researchers. Based on the re- 
viewer's experience in trying to do a similar 
adjustment many years ago, probably some of 
the sample firms were harder to adjust than 
Avon Products. 

This study concludes with salient character- 
istics of high-ROE firms. Four broad categories 
of entry barriers are identified: unique products, 
scale economies, absolute cost advantages, 
and capital requirements. A second salient 
characteristic is focused product line which is 
understandable because many small firms have 
a high ROE. Redundant cash and overvaluation 
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by investors are also identified. These are 
interesting factors to contemplate if someone 
is planning to start a new business. 

In the second part of the book, the basic 
methods of value creation, value transfer, and 
value destruction are defined as areas of op- 
portunity that may be systematically examined 
by management to exploit fully the value- 
enhancing potential of their decision choices. 
This is sound advice. The systematic search 
for new opportunities is the key to many business 
success stories. Unfortunately, the book does 
not discuss how company managers might 
establish a systematic search process in their 
organizations. 

For value creation, the capital structure 
decision, the reduction of business risks, and 
realizing the benefits of competitive advantage 
are identified as important categories of op- 
portunities. Value transfer is accomplished via 
acquisition, share repurchases, and other finan- 
cial management techniques. Value destruction 
is described as a strategy that wreaks havoc 
with the firm's competitors. Price cutting is 
identified as one means for doing this, and 
the IBM case is used as an example. Other 
categories of strategies were not identified. 

Seven of the book's ten chapters are the cases 
in Part 3. Value creation is illustrated by chapters 
on Avon Products, the Grocery Retailing 
.Industry, Freeport Minerals Company, and 
General Electric Company. The computer 
leasing industry is used to illustrate value trans- 
fer. The Great Atlantic and Pacific Tea Com- 
pany, Inc. is used to illustrate value destruction. 
The Levitz Furniture Corporation is used as a 
case to illustrate all three methods of value 
enhancement. The cases are very well written, 
and they vividly point out the strategies that 
were followed by the firms. The cases are en- 
hanced by pertinent tables of data and illus- 
trations. 

The summary and conclusions in Part 4 
present a matrix of the cases and value enhance- 
ment techniques. Some economic, social, and 
ethical implications of value enhancement are 
discussed briefly. Value creation is viewed 
as not running afoul of present social norms. 
Investors are warned to beware oi value 
transfers. The author finds value destruction 
objectionable if the goal is to eliminate com- 
petition. 

Overall, the book is interesting reading if 
you have entrepreneurial inclinations. The 
book would be appropriate for upper-level 
undergraduates ог MBAs. In an accounting 
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curriculum, it might be used as a reference 
in a graduate level managerial accounting 
course. The material could be intergrated in 
the section of the course devoted to planning. 
WAYNE G. BREMSER 
Associate Professor of Accounting - 
Villanova University 


WiLLi s R. Greer, JR., and J. PETER 
WILLIAMSON, Interim Inventory Estima- 
tion Error (Dartmouth College: The 
Amos Tuck School of Business Admini- 
stration, 1979, pp. iv, 55, free). 


This book details the methodology, results, 
conclusions, and recommendations of an em- 
pirical study undertaken by the authors. The 
stated objective of the study was to “identify 
inventory-related sources of interim financial 
statement unreliability”. There were three major 
sources of inventory estimation error studied: 
LIFO, the gross profit method, and perpetual 
(or retail) inventory systems. 

Two samples were constructed. The first 
sample included 122 firms which reported year- 
end adjustments to inventory that caused 
re-evaluation of interim results during 1975, 
1976, or 1977. The second sample included 
122 firms with similar stock listing characteristics 
and stratified into essentially the same industries 
as the first sample, but which did not report 
any year-end inventory adjustments during 
1976 or 1977. Quarterly EPS data were assem- 
bled for each firm for 1968-1977. Each interim 
EPS figure was then used to project the firm’s 
actual EPS for the entire year. The forecasting 
model used was a seasonally adjusted Martin- 
gale. Errors in predictions showed the unrelia-: 
bility of the interim figure. 

Spearman’s rank correlation is used to test 
a number of hypotheses. Significant inventory 
estimation errors were present even in com- 
panies not reporting year-end adjustments, 
but these errors were found to be random, 
not biased. Of the three major sources studied, 
LIFO appeared to cause the most severe es- 
timation problems in all quarters, while firms 
using the gross profit method had the fewest 
problems with random error. Recommendations 
are made.to help minimize the random errors 
associated with each source. 

The first chapter of the book gives all of the 
findings, conclusions, and recommendations. 
The reader who wants to follow the study 
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chronologically should start at Chapter 2. This 
same reader could probably skip Chapter 6. 
This chapter gives a detailed explanation of 
how LIFO came into existence, and the tax 
implications, but the tie-in with inventory 
estimation problems is not thoroughly made. 

JACKSON F. GILLESPIE 

Assistant Professor 
University of Delaware 


Bruce R. Норкімѕ, The Law of Tax- 
Exempt Organizations, Third Edition 
(New York: John Wiley & Sons, Inc., 
1979, pp. xi, 653, $34.95). 


This book is the most comprehensive single- 
volume reference on today’s market concerning 
the federal tax treatment of tax-exempt or- 
ganizations. The first 38 ‘pages discuss the 
normative aspects of this area. The next 199 
pages cover what constitutes a charitable 
organization to which contributions are tax 
deductible. Over 100 pages are then spent on 
organizations which qualify for tax exemption 
but which do not produce deductible contri- 
butions. The least frequently encountered 
category, private foundations, gets the next 
quarter of the book. The last 112 pages of 
text describes applying for and maintaining 
tax-exempt status and how to deal with un- 
related trade or business income. The extensive 
Appendix includes very helpful tables of court 
decisions and Internal Revenue Service pro- 
nouncements and the location in the text where 
they were referenced. No forms and few nu- 
merical examples are presented. Like many legal 
books, annual cumulative supplements must 
be obtained in order to keep this resource 
up-to-date. However, this inconvenience has 
been mitigated by the publishing of a new 
edition about every two years. 

The author, a lawyer, seeks to provide an 
introduction to this area which is sufficiently 
geueral to present the field in its entirety, yet 
with enough particularity to give specifics 
rieeded to gain access to more detailed infor- 
mation where required. I believe that the author 
is unusually successful in meeting this objective. 
The text is very readable and it is heavily foot- 
noted to denote primary resource substantiation 
and clarification. 

The utility of this book depends upon the 
needs of the potential user in this too-frequently- 
ignored tax area. Those wanting a comprehen- 
sive introduction to tax-exempt organizations 
for practice applications will find this valuable 
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especially if seldom-encountered topics are 
skipped. Pedagogical application is more limited. 
It rates primary consideration as a required text 
in a graduate tax course on tax-exempt organ- 
izations in a law or business program. However, 
less than 20 percent of business graduate tax pro- 
grams have such a course, and it is unlikely that 
many other programs would have a full course 
on this subject. One hindrance in these courses 
is the absence of problems or cases to measure 
and positively reinforce the student's ability 
to apply the material to specific factual situa- 
tions. This may be viewed by those who teach 
this subject as an opportunity to exchange 
fruitfully self-generated materials. For courses 
which spend only a minority of time on this 
theme, the book's cost precludes use as a 
required text. However, acquisition of a limited 
number of copies for reserve reading in the 
library may allow limited assigned reading: of 
the areas deemed important enough to be 
covered in a specific course. This alternative 
appears attractive in advanced but somewhat 
comprehensive tax courses (e.g., second or 
third undergraduate tax courses), because the 
main texts usually adopted spend a couple of 
pages at most on this subject. Use of this book 
may thus result in future less-taxing involvements 
with these organizations. 
Kevin M. MisIEWICZ 
Associate Professor of Accountancy 

University of Notre Dame 


Yun Ілкі and ANDREW B. WHINSTON, 
Editors, Quantitative Planning and Con- 
trol: Essays in Honor of William Wager 
Cooper on the Occasion of His 65th Birth- 
day (New York: Academic Press, Inc., 
1979, pp. xxx, 344, $29.50). 


The main part of this book is a collection 
of 19 research papers written by the students 
and colleagues of William Wager Cooper to 
honor him on his 65th birthday. The papers are 
preceded by some personal observations of 
two colleagues, A. Charnes and Herbert A. 
Simon, and a former student, Andrew Stedry. 
Simon's comments regarding the beginnings 
of the Graduate School of Industrial Administra- 
tion at Carnegie and the first industrial ap- 
plication of linear programming. are enter- 
taining. 

The research papers are followed by a 
bibliography of Coopers works. The  bibli- 
ography is impressive in length but even more 
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impressive when one considers the tremendous 
impact that the work contained in that bib- 
liography has had on the practice and teaching 
of management over the last three decades. 
The work of the colleagues and students of 
Cooper, as is represented by some of the writings 
in this volume, has had no less an impact. 

The 19 research papers contained in this book 
are divided into four major sections: mathemati- 
cal programming and decision models (5 papers), 
economic and firm growth (4 papers), manpower 
planning and design (5 papers), and accounting 
control (5 papers). Customarily (in economics, 
at least) reviewers of books of this kind make 
comments about each of the papers. The 
breadth of the work conducted by Cooper’s 
colleagues and students prevents the reviewer 
from being able to make meaningful (or even 
descriptively accurate) comments about each 
paper. Consequently, the reviewer has chosen 
to comment on a subset of the papers—the sub- 
set, one hopes, which would be of the most 
interest to the readers of The Accounting 
Review. 

In the section on economic and firm growth, 
there is a paper by Bertil Näslund on the effect 
of inflation on the capital budgeting decision. 
The main thesis of the paper is that inflation 
has systematic effects which must be considered 
when selecting among investment alternatives. 
The paper suggests that the rate of inflation 
can affect cash flow forecasts by affecting 
demand (revenue) and/or costs. The author, 
however, believes that there are additional 
kinds of inflation effects that must be considered. 
Unfortunately, no guidance is given on how 
these other effects should be explicitly incor- 
porated into the capital budgeting decision. 
For example, the author believes that the firm 
will want to make adjustments in inventory 
levels as the inflatión rate changes and that 
"the freedom to make such adjustments might 
vary between different investment projects" 
(p. 118). The author then concludes that "It 
is important, when selecting between investment 
alternatives during inflation, not to forget 
differences between projects with respect to 
adjustments of the above-mentioned nature" 
(p. 118). However, the author does not tell us 
how these differences in project flexibility should 
be incorporated into the investment decision 
once we remember them. 

Tn the section entitled "Manpower Planning 
and Design," there are two papers which will 
be of interest to firm management and, thus, 
managerial accountants. The paper by Kathy 
Lewis and the paper by R. J. Niehaus and D. 
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Nitterhouse present goal programming models 
which are aimed at planning and controlling 
human resources in a manner which is consistent 
with Equal Employment Opportunity (EEO) 
consideration. Both papers appear to have access 
to a common planning model which "takes 
into account the short-run considerations of 
the organization . . . as well as the longer-run 
targets set up to satisfy EEO objectives" (p. 190). 
The paper by Lewis stresses the use of the model 
for planning purposes, while the Niehaus and 
Nitterhouse paper emphasizes use of the model 
for "accountability" purposes. Both are interest- 
ing reading. 

The first paper in the accounting and control 
section of the book is written by Takehiko 
Matsuda and addresses the topic of transient 
cost behavior. The basic premise of the paper 
is that the existence of learning in the pro- 
duction process causes the parameters of a 
linear total cost curve to decrease as time 
elapses. A simultaneous-equations model is 
fitted to the physical production data of a small 
vegetable canning firm, and the estimated co- 
efficients of this technological model are used 
to construct the cost surface of the firm. The 
empirical results confirm the existence. сї the 
learning effect in the estimation period cf the 
study. Furthermore, prediction tests suggest 
that the incorporation of this learning effect 
results in "smaller" forecast errors in a hold-out 
period than traditional cost models (no test 
for the significance of the differences was 
reported, however). The results and meth- 
odology of the paper up to this point are quite 
interesting and well worth reading. However, 
at this point the author attempts to incorporate 
the ideas of a transient cost function into some- 
thing termed "dynamic break-even analysis" 
and "dynamic trade-off analysis." The ideas 
developed in these last two sections of the paper 
just do not seem to provide practically useful 
information. For example, given a constant 
rate of daily production, the author finds how 
much the product price and change as time 
passes (in days) while maintaining a specified 
profit margin (10 percent). In this case, the price 
would be different each day in a 20-day period 
($2.46 on day 1 and $2.10 on day 20). The small . 
cannery would not seem to have any use for: 
these data. Overall, this paper addresses an 
interesting problem with a methodology not 
often used in accounting research, and on this 
basis, it is worth reading. 

In the late 1960s and early 1970s, a literature 
developed which addressed the relationsbip 
between a firm's accounting rate of return and 
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its internal rate of return. The goal of that re- 
search was to find this relationship so that in- 
vestors and researchers could convert the known 
accounting rate of return to the usually more 
meaningful but unknown internal rate of return. 
This research was abandoned because the rela- 
tionship between the accounting rate of return 
and the internal rate of return depended on so 
many factors that conversion for real firms was 
not practical. In retrospect, one can see that the 
reason why the relationship between the ac- 
counting rate of return and the internal rate of 
return was so complex was only because the 
accounting rate of return was influenced by so 
many factors. Yuji Ijiri shows in a paper 
entitled "Convergence of Cash Recovery Rate" 
that an estimate of a mature firm's internal 
rate of return is easily obtainable from readily 
available data. In essence, ljiri shows that the 
mature firm's cash recovery rate (the ratio of the 
firm's operating cash flows to its gross invest- 
ment) approaches a constant. and that this con- 
stant can be adjusted to yield an estimate of the 
firm's internal rate of return if the useful life of 
the firm's projects is known. The heart of the 
paper is the proof that the cash recovery rate 
approaches a constant. The paper should provide 
empirical researchers interested in studying firm 
profitability with a more reliable measure than 
the firm's accounting rate of return. 

Vicente Salas and Andrew B. Whinston 
demonstrate in a paper in the accounting and 
control section that the difference between 
actual and planned firm performance can be 
segregated into a portion due to price changes 
and a portion, due to how well management 
has responded to the price changes. The latter 
portion is a comparison (a ratio of summary 
measures in this paper) of actual performance 
with ex post optimal performance. The idea is 
to keep track of these ratios over time and see 
whether managément's response to changing 
prices is becoming better or worse. The authors 
acknowledge that the suggestion for separating 
planned and actual performance into portions 
due to price changes and due to responses in 
those price changes is not new. What is new and 
intriguing about this paper is the authors' dis- 
cussion of how their theoretical ideas relate 
to the specific FASB and SEC proposals for 
price-level accounting. The discussion in this 
section of the paper makes the reader's invest- 
ment of time more than justified. 

Ray G. Stephens examines the use of ac- 
counting information by bank lending officers 
via protocol analysis. The study formulates 
and tests the hypotheses that the procedures 
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used for financial statement analysis will not 
differ because of (1) differences in line of 
business of the loan applicant, (2) differences 
in inventory valuation method, and (3) dif- 
ferences in depreciation method. The study's 
results, as expected, provide evidence which 
is not inconsistent with the null hypotheses. The 
author draws several inferences from the study's 
results, but how many of these inferences relate 
to the work that was conducted is not clear. 
For example, the author states that the "research 
results reported here indicate that bank lending 
Officers are not affected by information over- 
load" (p. 306). The basis for this inference 
is that each "officer requested and processed 
a large amount of information...” (p. 306). 
The term "information overload" refers to the 
relationship between the amount of information 
processed and the quality of the resulting 
decision. Since Stephens' study did not attempt 
to measure the quality of the bank lending 
decision (it examined only the process by which 
the decision was reached), no valid inference 
regarding information overload is possible. 

'The final research paper, by V. Govindarajan 
and Anil K. Gupta, is on the topic of government 
regulation of the health care industry. The 
paper is difficult to evaluate because it attempts 
to do so much in such a short space. The authors' 
objectives were: “(i) To examine the need for 
some form of nonmarket regulation of the 
health care industry; (ii) to identify alternative 
forms of regulatory mechanisms that can be/ 
have been used in the health care industry; 
(iii) to develop a framework for evaluating these 
alternative regulatory mechanisms; and (iv) 
to build a case and report empirical evidence 
supporting the viability and the effectiveness 
of self-regulation" (pp. 311-312). Although it 
would be remarkable to achieve all of these 
objectives in a book, it is not possible to achieve 
them in an 18-page paper (which includes two 
appendices and a page of references). The main 
problem caused by the ambitious objectives 
is that tbe reader is given a sketchy outline of 
arguments and not the developed arguments 
themselves. The difficulty in evaluation arises 
because some parts of the outlines are thought- 
provoking and provide insight into the issues 
of regulation, whereas some other parts of the 
outlines contain assertions which seem ques- 
tionable. Even if the more complete arguments 
were presented, it is unclear whether these 
questions would disappear. 

The nature of this book precludes an overall 
evaluation. The book is both a collection of 
research papers and a tribute. Many of the 
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papers are thought-provoking and the reviewer 
learned something by reading them. Addi- 
tionally, there can be no finer tribute to an 
academic than a gift by his students and col- 
leagues of their creative talents to a book 
dedicated in his honor. 

GERALD L. SALAMON . 

Associate Professor of Accounting 
University of Iowa 


THE INFLATION ACCOUNTING STEERING 
Group, Background Papers to Exposure 
Draft 24 on Current Cost Accounting 
(London: The Institute of Chartered 


Accountants in England and Wales, 1979, 


pp. ii, 45, £1.75). 


Accounting for inflation in the U.K. received 
its major push with the publication of the 
Sandilands Committee report in 1975. Sub- 
sequently, the Accounting Standards Committee 
(ASC) issued interim recommendations (The 
Hyde Guidelines) and Exposure Draft (ED) 
18 for implementing current cost accounting 
(CCA). In April 1979, the ASC issued ED 24 
on CCA after considering numerous comments 
received on ED 18 and The Hyde Guidelines. 
ED 24 would form the basis for a standard on 
CCA. The present monograph provides back- 
ground papers on ED 24. Its objective is to 
expand on some of the underlying thinking 
behind ED 24. : 

In general, the proposals in ED 24 would 
require listed companies and other businesses 
with turnover of £5 million, to provide. sup- 
plemental financial statements on a CCA basis 
for periods beginning on or after January 1, 1980. 
Corporate profit is to be split into two parts: 
(i) current cost (CC) operating profit, "deter- 
mined after allowing for the impact of price 
changes on the funds needed to continue the 
existing business and maintain its operating 
capability," and (ii) CC profit attributable to 
shareholders adjusted for the effect of "financial 
gearing." This is a special feature of British 
CCA, and it takes account of the effect of 
price changes in regard to monetary working 
capital. 

After introducing the historica] background, 
the monograph proceeds to explain the ob- 
jectives of CCA and the rationale behind the 
choice methods selected for applying CCA to 
fixed assets, stock, and cost of sales. The 
monograph makes it clear that the choice of 
the proposals in ED 24 was dominated by 


The Accounting Review, July 1980 


"practical" considerations rather than by some 
abstruse theory. For instance, it explains why 
liabilities are not revalued and why the use of 
indices instead of specific estimates has been em- 
phasized for the current cost of assets. The 
three appendices illustrate the principle of a 
"gearing adjustment" and compare ED 24 with 
ED 18 and The Hyde Guidelines. The reviewer 
found them to be very useful in understanding 
the British proposals on CCA. 

There is a parallel in the developments on 
inflation accounting between the U.S.A. and 
the U.K. Both are marked by an evolutionary 
growth and an acceptance of the fact that a 
slightly imperfect system of inflation accounting 
is better than no system at all. Serious students 
of accounting for inflation and the accountants 
of multinational ^corporations will find the 
monograph very rewarding, and this reviewer 
recommends it to them. It is, however, replete 
with acronyms which a reader may find slightly 
irritating. A listing of them with their explana- 
tions could have helped the reader. Also, a 
reader will have to adapt to British terminology 
like stock (for inventory), surplus (for net 
income), efc. Overall, the reviewer liked the 
concise and matter-of-fact approach which 
the monograph takes. One wonders why it was 
not offered along with ED 24 as a complete 
package. 

GYAN CHANDRA 
Professor of Accountancy 
Miami University 


` THE INSTITUTE OF CHARTERED ACCOUN- 


TANTS IN ENGLAND AND WALES, Account- 
ing Standards 1979 (London: The Institute 
of Chartered Accountants in England and 
Wales, May 1, 1979, pp. vi, 322, £4.95). 


Written primarily for the professional ac- 
countant or manager working in the United 
Kingdom and Ireland, this book should be of 
interest to anyone concerned with financial 
accounting standards in the United States for 
the implicit comparison it offers with our own 
approach. 

Section 1 of the book offers a history and 
description of the Accounting Standards Com- 
mittee (ASC) established in 1970 and a descrip- 
tion of the procedures by which Statements 


.of Standard Accounting Practice (SSAP’s) are 


developed, The ASC is responsible for proposing 
accounting standards for possible adoption 
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by the Councils of the six major accountancy 
bodies in the United Kingdom and Ireland. 
This section also contains a number of ap- 


pendices. These include a statement by the 


Council of the Institute of Chartered Ac- 
countants in England and Wales designed to 
clearly indicate its intentions in the setting 
of accounting standards, the ASC's constitution, 
and the text of a report prepared by an ASC 
Review Group whose purpose was to review 
and make recommendations for improvements 
in the standard-setting process. Although the 
U.K.-Irish environment is different from our 
own, their consideration and evaluation of 
alternatives, including our own, is particularly 
interesting. Other appendices provide a listing 
of ASC and related publications and a listing 
of International Accounting Standards issued 
to date along with their United Kingdom and 
Ireland counterparts, if any. The remaining 
‘three sections, are concerned with proposed 
or existing accounting standards. 

Section 2 contains the full texts of all exposure 
drafts (ED's) outstanding at May 1, 1979. The 
ED’s cover accounting for acquisitions and 
mergers, foreign currency transactions, post 
balance sheet events, contingencies, current 
cost accounting, and a supplement to a prior 
SSAP on extraordinary items and prior year 
adjustments. 

Starting with SSAP 12, a Technical Release 
has accompanied the publication of each SSAP. 
The purpose of a Technical Release is to explain 
why changes are made in an accounting standard 
between the exposure draft and the issuance of 
the SSAP. The full texts of the four Technical 
Releases issued to date are contained in Section 
3. They relate to SSAP's on accounting for 
depreciation, research and development, group 
(consolidated) accounts, and deferred taxes. 

Section 4 contains the full text of all SSAP's 
outstanding at May 1, 1979. Of the 15 SSAP's 
issued, 13 are currently outstanding. Topics 
include accounting for associated companies, 
disclosure of accounting policies, earnings per 
Share, extraordinary items and prior period 
adjustments, inventories, the funds statement, 
depreciation accounting, research and develop- 
ment, group accounts, and deferred taxes. 
Also included are statements on accounting 
for government grants, the value added tax, 
and taxation under the imputation system. 

The general approach toward accounting 
standards is similar to our own; whether differ- 
ences in individual standards are the result of 
environmental differences or reflect the arbi- 
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trariness of the standard-setting process is some- 
thing well worth analyzing. 

S. J. LAMBERT HII 


Associate Professor of Accounting 
University of Nebraska-Lincoln 


INTERNATIONAL ACCOUNTING: SECTION OF 
THE AMERICAN ACCOUNTING ASSOCIA- 
TION, Notable Contributions to the 
Periodical International Accounting 
Literature—1975-78 (Sarasota, Fla.: 
American Accounting Association, 1979, 
pp. 168, $6.00 AAA members, $8.00 non- 
members). 


The committee choosing the 15 articles in this 
collection faced an insoluble problem. It could 
either select articles for their quality, rather 
than their subject area, and risk omitting some 
topics and repeating coverage of others; or it 
could choose articles by topics and risk, ex- 
cluding first-rate papers on. popular subjects 
while including second-rate papers on rarely 
discussed subjects. Given the title of this col- 
lection, the committee opted for quality and 
tried, on the whole successfully, to avoid the 
obvious pitfalls. 

The 15 articles are divided into three sections: 
Accounting Issues of Multinational Enterprises, 
Descriptive and Comparative Accounting, and 
International Accounting Standards. 

These three articles in the first section are 


all excellent and different enough to avoid 


repetition. The middle, and largest, section 
contains seven articles. Descriptions of: ac- 
counting in a foreign country can easily raise 
the famous question: So what? The best way 
to answer this question is to relate one country's 
accounting practices to larger issues. This is 
most successfully done by AlHashim in his 
contribution on "Social Accounting in Egypt," 
where he discusses the problem of measuring 
efficiency and profits in ап economy of ad- 
ministered prices. Given the worldwide in- 
flation, it is also done successfully by Spinosa 
Cattela in "An Introduction into Current Cost 
Accounting and its Application Within Philips." 
It is done least successfully by Josodirdjo, 
who discusses "The Accounting Profession 
in Indonesia" and nothing else. The remaining 
four articles in this section are concerned with 
financial disclosure and are so different that 
repetition is avoided. | 

The same cannot be said for the third section 
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on international accounting standards. All three 
articles in this section recount the history of 
international harmonization efforts, although 
each does so from a slightly different point of 
view and apparently at different points in time. 

By noting the omissions from this collection, 
academic writers may be steered in the direction 
of fruitful research. Such areas are auditing 
and taxation in an international setting, the 
role of accounting in the development of 
less-developed countries, and the problems 
of coping with differing accounting principles 
and practices in one set of financial statements. 

One editorial flaw is the absence of data 
regarding the original publication of the articles. 
For 11 articles, the originating journal is given 
without the original publication date, and for 
the other four no information on their original 
appearance in the literature is included. Another 
editorial shortcoming is the differing treatment 
given the authors in their introductions. Some 
of them (i.e., Spinosa Cattela) are not introduced 
at all, others (e., Choi) are identified only 
by their academic association at the time of 
original publication, and still others are more 
fully introduced. 

In conclusion, it must be said that the com- 
mittee selecting these contributions did its job 
well. The articles in this collection truly provide, 
in the words of the preface, "a mixture of 
good, rigorous research as well as non-empirical 
reflections on important issues." The book can, 
therefore, be used as supplementary reading in 
undergraduate or graduate courses in inter- 
national accounting as well as source material 
to be studied, discussed, and emulated by both 
Student and faculty researchers. 

ULA K. MOTEKAT 
Visiting Associate Professor of Accounting 
Drexel University 


ERAsMUS H. KLOMAN, Editor, Cases in 
Accountability: The Work of the GAO 
(Boulder, Colorado: Westview Press, 
Inc., 1979, pp. x, 254, $15.00 cloth, $7.50 
paper). 


This short casebook contains interesting 
and well-written summaries of selected audits 
and investigations conducted by the United 
States General Accounting Office (САО), 
the audit and investigative agency of Congress. 
The book resulted from an agreement between 
the GAO and the National Academy of Public 
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Administration (NAPA) to prepare a history 
and current description of the GAO. It was 
published as a companion of The GAO: The 
Quest for Accountability in American Govern- 
ment (by Frederic C. Mosher, who directed 
the joint GAO-NAPA project). However the 
book can obviously be used without its com- 
panion. 

One of the stated objectives of the book is 
to give the reader an understanding of what 
goes into a GAO study. It also appears to be 
designed to give the reader an insider’s view 
into the problems encountered in attempting 
to manage the operations of the United States 
government in a very dynamic environment. 

The cases аге. presented in six sections: 
Program Results, Economy and Efficiency, 
Accounting and Financial Legal, Special 
Studies, and Mini-Cases. Most of the 28 sum- 
maries are presented in a standardized format 
containing sections on (1) background of 
problem, program or agency reviewed, (2) the 
GAO review and results, (3) subsequent develop- 
ments, and (4) questions prepared by the editor 
on issues raised by the review. This format 
appears to have been influenced by the GAO's 
concise report-writing style developed over 
the past 25 years. | 

The objectivity of the material is improved 
by the inclusion of the audited agency's com- 
ments in many cases. Some of the comments 
are highly critical of the methodologies used 
by the GAO. For example, case number 4 (The 
Federal Programs for Education of the Handi- 
capped) contains comments of the Bureau of 
Education for the Handicapped on the in- 
adequacy of the GAO's sample design, which 
appear to have influenced the design of follow-on 
samples. 

Some of the cases read as if they were Star 
Trek scripts with the Starship GAO outmaneu- 
vering obstructionist Klingons and searching out 
interesting new worlds all in the service of 
their distant employer, the Federation (Con- 
gress). This morality-play. approach to writing 
cases can be over-used, but it certainly makes 
interesting reading. Cases of this type include: 
The National Grain Inspection System, Review 
of Department of Defense Accounting System 
for Foreign Military Sales, ard the National 
Direct Student Loan Program Review. The 
editors questions at the end of each case 
improve the value of the material by raising 
questions on issues only hinted at in some cases. 

Several of the cases raise more questions 
than they answer, which make them, in my 
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opinion, very good cases for classroom use. 
Examples include: The Liquid Metal Fast 
Breeder Reactor, and The Seizure of the S.S. 
Mayaguez. 

. The book also includes just enough of the 
one thing that most texts do not. This rarest 
of gems is comic relief. Most casebooks are 
filled with the tragedies of mismanagement 
or missed opportunities, and the mysteries of 
unknown information, but not the comedy 
inherent in some of our attempts to control 
our environments. The case of the Texan who 
submitted a claim in 1975 for payment for 
several bales of cotton seized from his grand- 
father’s farm by Union forces during the Civil 
War, and the GAO's very professional and 
throughly researched response to the claim 
(which included the fact that the Confederate 
records showed that the claimant’s grandfather 
had sold cotton to the “Enemy”) would make 
the book worth its price to me. The case 
of the Air Force Career Pamphlet which the 
author agreed to prepare without fee if the 
Air Force would cover the cost of distributing 
free copies to the public at an eventual total 
cost of nearly $240,000 was also very revealing. 

This is an excellent casebook for anyone 
who wants to begin to understand the problems 
encountered in attempting to manage the on- 
going operations of the United States govern- 
ment. This casebook probably needs to be sup- 
plemented with its companion book to begin 
to understand the various roles played by the 
GAO in its auditing and investigative environ- 
ment. 

I have one problem with this book. Where 
could it be used in an academic program? It 
probably should be considered for use in 
graduate auditing or managerial accounting 
courses. It conceivably could be used in graduate 
management or political science courses. 

JACK A. HALE 
Professor of Accounting 
The University of Tennessee at Chattanooga 


FELix P. KOLLARITSCH, Cost Systems for 
Planning, Decisions, and Controls: Con- 
cepts and Techniques (Columbus, Ohio: 
Grid Publishing, Inc., 1979, pp. x, 670, 
$19.95). 

This book is a recent entry in the cost ac- 


counting field. The author's objective was to 
provide a complete and flexibly sequenced 
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managerial cost accounting text. The first 13 
chapters could be appropriately used for the 
typical undergraduate cost accounting course. 
The material in the first 13 chapters could also 
be supplemented with special topics from the 
later chapters. However, most instructors would 
probably use Chapters 14-23 as the basis for 
an advanced course in cost acccounting at the 
undergraduate level. 

There are several strengths inherent in this 
text. The overall organization of topics through- 
out the text is excellent. The topics are arranged 
in modules to facilitate flexibility in the course. 
The topics can be treated in the depth and 
sequence with which the individual instructor 
feels most desirable, In addition, the quantitative 
methods applicable to cost accounting are 
integrated into each subject area. They are 
discussed thoroughly and include learning 
curves, cost separation methods, and probabilis- 
tic and deterministic decision models. 

The first module consists of the classification 
of costs and valuation methods for costs. The 
second grouping of chapters is concerned with 
cost accounting systems. Included are the 
usual job order, process, and standard cost 
systems. Not included in this group, however, 
is variable costing. The third module is con- 
cerned with budgeting. The chapters on bud- 
geting include a discussion of motivational 
theory and its application to budgeting. Variable 
costing, relevant costing, and nonlinear costs 
comprise the fourth module. A variety of special 
topics are included in the last six chapters. 

Perhaps one of the major advantages of this 
text is the quantity and the diversity of the 
problem material. Each chapter has a large 
number of problems which range from very 
easy to extremely complex. There are a number 
of CPA- and CMA-adapted problems, and there 
are also some cases included in some of the 
chapters. There is an average of almost 38 
questions, problems, and case materials in each 
chapter. The problems at the end of the chapters 
appear to be very well integrated with the text 
material. 

Other nice features of this book are the case 
study illustrations included in some of the 
chapters. The case discussions are included 
as appendices to the chapters and serve to 
illustrate the text material, For example, indirect 
manufacturing expense is discussed in Chapter 
7. In the appendix, the Wolf Plastic Corporation 
Case is used to demonstrate and apply the 
principles discussed in the chapter. Indeed, 
the case illustration extends the student some- 
what beyond the chapter material. 
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Kollaritsch departs from tradition somewhat 
in his presentation of overhead variance analysis 
for standard costs. The differences lie in the 
calculations of the volume and efficiency vari- 
ances for the three- and four-variance method 
of analysis. For both the three- and four-variance 
method, Kollaritsch calculates the volume 
of variance as “, . . the difference between the 
allowed expenses at actual hours and the 
standard rate times the actual hours" (p. 203). 
'his means that the volume variance is the 
difference between the budgeted fixed over- 
head and the standard fixed rate multiplied by 
the actual hours. Most other authors calculate 
the volume variance as the difference between 
the budgeted fixed overhead and the standard 
fixed rate multiplied by the standard hours. The 
traditional concept of the volume variance in a 
standard cost system has used the standard hours 
instead of the actual hours, as Kollaritsch does. 

For the overhead efficiency variance, Kol- 
laritsch multiplies the total standard rate. by 
the difference between actual and standard 
hours. This total variance is defined as the 
efficiency variance in the three-way analysis. 
In the four-way analysis, thé efficiency variance 
is split between a fixed and a variable portion. 
The amounts are found by taking the standard 
rates (fixed and variable) times the difference 
in hours (actual minus standard). Thus, Kol- 
laritsch has a spending, volume, and two portions 
of the efficiency variance in his four-way 

.analysis. The traditional concept of the ef- 
ficiency variance is a difference in actual and 
standard hours multiplied by the standard 
variable rate. The fixed costs are assumed to 
be budgeted at a constant amount within a 
relevant range of activity. The traditional 
four-way analysis has isolated the variable 
overhead portion of the spending variance, 
the variable overhead efficiency variance, the 
fixed overhead budget variance, and the fixed 
overhead volume variance. The author gives 
no explanation. about why this method of 
variance analysis is used instead of the tradi- 
tional approach. 

The strength of this book lies in the problem 
assignment material and in the flexibility within 
the chapters. There is a large number of home- 
work problems which can be assigned in each 
chapter. Within each chapter, the material 
can be extended by including the case analysis 
in the appendix as a part of the chapter's 
material. 

Bart P. HARTMAN 
Associate Professor 
Louisiana State University at Baton Rouge | 
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| C. T. Lau, Canadian Income Tax Problems 


(Toronto: McGraw-Hill Ryerson Limited, 
1979, pp. xi, 99, $5.95). 


‘This slim volume contains 111 problems, 
nearly 60 percent of which involve the indi- 
vidual, with the remainder treating the cor- 
porate taxpayer. They are, for the most part, 
free of any mention of province and should, 
therefore, serve equally well in any of them. 

The problems are organized into 19 chapters, 
for the most part corresponding to portions 
or stages in tax computation. Each chapter 
begins with a listing of the relevant sections 
of the Income Tax Act, which should prove 
helpful to users. 

The book is designed to be used in an intro- 
ductory course in Income Tax, presumably 
one in which each student will have a copy of 
the statutes and regulations or a text containing 
pertinent excerpts. Using Professor Lau’s prob- 
lems in such a course will surely provide students 
with a good dose of computational explanation 
of Canadian Income Tax Law. 

Many of the exercises are long, running well 
in excess of one page and some in excess of 
two. The author begins with problems of narrow 
focus and builds cumulatively to more com- 
prehensive problems so that certain early tax · 
considerations arise again. Coverage ranges 
from the determination of residence, through 
the various sources and components of income 


. and deductions, to matters of computation and 


payment of tax. Along the way, problems involv- 
ing the Canadian public and private corporation 
appear, as do exercises dealing with partner- 
ships and trusts. A final chapter presents five 
tax planning problems. 

The overall orientation of the problems is 
one of compliance, notwithstanding the offering 
of the final chapter. This is typical of tax problem 
Selections in use in United States business 
schools, too. To some extent, it results from 
the accountant’s role in matters of taxation 
as well as the limits which Professor Lau rea- 
sonably set in formulating problems for an 
introductory course. 

Many of the problems are heavily laced with 
factual data certain to put both the student 
and teacher to the test. The facts are usually 
clear-cut, but one does wish for more situations 
where the facts are unclear or in dispute. In 
taxation, as elsewhere, representing the events 
by a particular cluster of words is fraught 
with difficulty, and even beginning students 
of taxation should grapple occasionally with 
such matters. 
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Pages are densely filled with words and num- 
bers which may intimidate some students. But 
since one will not read through the book in 
the ordinary fashion, this should not be a 
significant problem and may have been counter- 
-balanced by an expected saving which the 
publisher passed on by way of a lower price. 

ARTHUR D. KARLIN 
Associate Professor of Accounting 
The University of Akron 


JAMES C. McKeown, Editor, Inflation and 
Current Value Accounting (Urbana, 
Illinois: Bureau of Economic and Busi- 
ness Research, University of Illinois, 
1979, pp. 171, $5.00). 


This volume contains a collection of 11 articles 
which cover various aspects of inflation and 
current value accounting. One article discusses 
various taxonomies for classification of studies 
in inflation and current value accounting, three 
of the articles are conceptual, two report on 
simulations, and five on empirical research. 

The first article, by Vasarhelyi and Pearson, 
reports the results of a literature survey of more 
than 500 books and articles, of which 60 were 
chosen for the development of various tax- 
onomies. The initial taxonomy is based on a 
dichotomy of historical and valuation based 
methods. Under each alternative, research 
strategies are categorized as opinion, empirical, 
archival, analytic, and educational. Alternative 
taxonomies which relate to the audience and 
to lines of discussion are also presented. Finally, 
seven research areas are discussed. 

In one of the conceptual articles, Bierman 
and Dukes examine some of the limitations 
of replacement cost. In particular, they discuss 
why replacement cost is not necessarily a good 
estimation of value, the problem of technology 
change, the importance of the timing of asset 
replacement to the interpretation of replacement 
costs, and the usefulness of replacement cost as 
an estimate of the barrier of entry to an industry. 
This article is an interesting discussion of some of 
the limitations of replacement cost, and contains 
a sound argument for additional disclosures of 
the expected timing of asset replacement and the 
degree of discretion available to management 
as to whether assets are replaced. In another 
conceptual article, Powers examines five sources 
of noncomparability that exist in historical 
cost financial statements and discusses their 
applicability to various valuation models. The 
third conceptual article is a discussion by 
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Schoenfeld of the development of the theory 
and practice of inflation accounting in con- 
tinental Europe. 

In one of the simulation studies, Picur and 
McKeown attempt to relate alternative models 
to the needs of external users. They examine 
the ability of eight methods of income measure- 
ment to evaluate the efficiency and effectiveness 
of management in forecasting. Each firm in 
the simulation estimated a series of market 
parameters which affected economic per- 
formance. Performance was measured with 
the eight different income measures which 
were analyzed to see which method most quickly 
and consistently differentiated between the 
firms. The primary conclusion is that historical 
costs performs best. The second simulation, 
by Tysseland and Gandhi, examines the effect 
of allowing price-level depreciation for public 
utilities’ (either tax-deductible or not), with 
the assumption that the increment over his- 
torical cost depreciation is accumulated in a 
restricted capital account not available for 
dividends and not includable in the rate base. 

Perhaps the most interesting of the empirical 
studies is by Brooks and Buckmaster. Initially, 
there is an extensive discussion of the reasons 
for disaggregating the monetary gain or loss 
in price-level accounting models. The authors 
argue for a division into the monetary gain or 
loss from holding current items, which should 
be included in operating income, and the 
monetary gain or loss from holding long-term 
debt, which should be excluded from operating 
income but included in net income. Support 
for their proposed ‘disaggregation is provided 
by an analysis of 178 firms which shows that 
the effects of disaggregation can be material. 

Two of the empirical studies examine aspects 
of the SEC's replacement cost requirements. 
Scheiner and Morse consider the effects of 
replacement cost information on the perfor- 
mance rankings of 274 companies in 20 in- 
dustries. They concluded that there is a statis- 
tically significant association between perfor- 
mance rankings based on historical cost and 
thosed based on replacement cost. Fabozzi 
and Shiffrin compare, for 17 pharmaceutical 
companies, estimates of income based on 
replacement cost data provided in 10-K reports 
with income, using a methodology developed 
by Falkenstein and Weil for estimating replace- 
ment cost income. The purpose is to determine 
how well replacement cost data for years prior 
to the SEC's reporting requirements can be 
estimated. Their conclusion was that the 
Falkenstein and Weil methodology under- 
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estimates distributable income as compared 
to that using data from 10-K reports. In the 
remaining two empirical studies, Kistler and 
Carter examine the income tax effects of 
replacement cost on 25 companies, and Piper 
illustrates the effects of inflation on the financial 
statements of one United Kingdom company. 

This book contains no explanation of the 
purpose for assembling and publishing these 
articles and no indication of the intended 
audience. However, anyone who is interested 
in inflation and current value accounting should 
find items of interest in many of the articles. 

Jonn D. BAZLEY 
, Associate Professor 

University of Denver 


BARBARA D. MERINO, Editor, The Impact 
of Regulations Upon Accounting Theory 
(New York, New York University Gradu- 
ate School of Business Administration, 
1979, pp. iv, 112, $5.00). 


The proceedings of the second annual Charles 
Waldo Haskins History Seminar, held on April 
20, 1978 at New York University, presents 
four papers. The purpose of the seminar was 
to generate discussion about the effect that 
regulation and regulatory agencies have had 
on the development of accounting theory. 

In the first paper, Lee J. Seidler examines 
the external forces which have influenced the 
development of accounting theory, by stating 
that "accounting is performed by accountants 
in order to assist some groups in society to 
control others." He cites the income and pay- 
roll taxes, differing legal systems, colonialism, 
and war as having had the most significant 
impact upon accounting. 

: D. Larry Crumbley thoroughly discusses the 
impact of income tax legislation in the United 
States from 1909 to the present. Since its 
inception, the income tax has created new and 
challenging problems for the accounting 
profession. He points out the influence that 
tax support of the cost bases has had upon 
accountants’ attempts to deal with inflation. 
While tax has had an influence upon financial 
accounting, Crumbley concludes that financial 
accounting has also had a significant impact 
upon federal taxation. 

Gary J. Previts, in his paper, presents the 
influences of the past chief accountants of the 
SEC upon accounting and on the relationship 
of the SEC with the accounting profession. Of 
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particular interest is a discerning critique of 
the term of John C. Burton and its continuing 
impact upon accounting practice, He concludes 
that accounting has become an economic 
institution which must be examined as an aspect 
of political science as well as an art of recording 
and reporting financial data. 

Malcolm Miller, in the final paper, compares 
and contrasts the Australian accounting regu- 
latory system with that of the United States. 
After presenting the background of Australian 
regulations and the historical development of 
the Australian reporting system, he also analyzes 
the influence that the international nature of 
the large public accounting firms has had upon 
Australian practice standards. He concludes 
by pointing out some implications that the 
Australian experience may have for financial · 
reporting in the United States. : 

These research papers offer worthwhile sug- 
gestions for the direction of further research. 

WILLIARD E. STONE 
Professor of Accounting 
University of Florida 


THEODORE J. Моск and Носн D. GROVE, 
Measurement, Accounting, and Organi- 
zational Information (New York: John 
Wiley & Sons, Inc., 1979, pp. xviii, 238, 
$17.95). 


The authors refer to this book as a text, but 
it seems more appropriate to consider it a hybrid 
text/readings book. The book contains 13 
chapters. Chapter One provides the motivation 


. for the subject, and Chapter Thirteen is a sum- 


mary. The remaining 11 chapters are split into 
three parts. Chapters Two through Four com- 
prise Part'I: an introduction to measurement 
concepts, a specification of the qualities which 
a measurement system should possess (with 
an emphasis on validity and reliability), and a 
proposed five-step strategy for analyzing existing 
or proposed measurement systems. In Chapter 
Three, the five steps in the strategy are specified 
as: (1) Identify the Decision Context and Related 
Measurement Needs, (2) Identify the Attributes 
of Interest and Postulate Corresponding Re-. 
lationships, (3) Investigate Existing Measurement 
Scales from the Factual View, (4) Construct 
and Analyze Formal Characteristics of New 
Measurement Scales from the Factual View, 
and (5) Analyze Each Scale from the Purposive 
View. 

Part II, consisting of Chapters Five through 
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Nine, examines applications of the five-step 
analytic strategy to "conventional" accounting 
issues while Part III, Chapters Ten through 
Twelve, looks at applications to "emerging" 
accounting issues. For the most part, Chapters 
Five through Twelve summarize previous studies 
by the authors and their associates on the 
framework of the proposed strategy for analysis. 
As such, it has the flavor of a readings book. 

The hybrid approach taken by the authors 
leads to two problems. First, there is some 
redundancy. For example, every chapter, except 
Chapters One and Two, explicitly mentions 
each of the five steps in the analytic approach. 
The textual material re-explaining the im- 
portance of a step, even though in a new context, 
becomes tedious. Second, the major focus 
of the book gets blurred in the applications 
sections. The applications, for the most part, 
are to difficult accounting questions. In struc- 
turing each problem, the authors often had to 
take a stand on a controversial point. The 
readers attention easily can be diverted at 
this point to the problem under discussion rather 
than following the illustration of the analytic 
approach. 

As a text, the book contains questions and 
problems for each chapter, with the exception 
of Chapter Thirteen. Unfortunately, the ques- 
tions and problems are limited in number, 
ranging from four to 14 per chapter, and on 
occasion are directed to the problem addressed 
in the chapter instead of to measurement 
issues or to the analysis of an information system. 

Rather than being used as a main text, this 
book is more likely to be useful as a supplement 
in a course on the design of information systems 
or in a course on research methodology. For 
the first course, the book provides a structured 
approach to analysis; for the latter course, it 
provides a new approach to several subjects of 
interest to researchers. 

SHANE MorIARITY 
Associate Professor of Accounting 
The University of Oklahoma 


JAMES E. PARKER, Programmed Guide to 
Tax Research (Boston: Kent/Wadsworth, 
Inc., 1979, pp. iv, 260, $7.95). 


This book acquaints a student with many 
of the basic tax research tools—the library of 
materials most often referred to by tax profes- 
sionals. Although a knowledge of and familiarity 
with these materials is a prerequisite for the 
efficient utilization of a tax adviser's time and 
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the validity of the advice given, it is but one 
facet of tax research. An awareness of the 
sufficiency and relevance of the facts provided, 
an understanding of the legal (and business) 
issues, an ability to assess the diverse sources 
of authority, a knowledge of the current state 
of tax administration, and the skill to com- 
municate the conclusions reached are also 
attributes of a tax professional. Such abilities 
are not easily taught, but the distinction between 
knowing how to use a tax service and the ability 
to provide competent tax advice should be 
stressed in any book on tax research. 

Although these distinctions are noted in the 
first chapter, Introduction to Tax Research, 
they are often obscured by the choice of material 
appearing in the 16 Tax Research Assignments, 
which comprise the main body of the text and 
utilize a programmed instruction format. By 
its very nature, programmed instruction requires 
that a complex subject be decomposed into 
its fundamental elements, and that the student 
be quizzed on his/her understanding of each 
of these elements. Due to the limitations of 
a multiple-choice test format, there must be 
but one correct answer to each question. This 
limitation tends to lead to questions that are 
overly simplistic (e.g., "For which of the fol- 
lowing Tax Court decisions is a digest not 
presented in the subdivision ‘Who Can Deduct 
Contributions?") or involve a fact pattern 
virtually identical to that of a published case 
or Ruling (e.g., the client who can only wear 
special glasses for brief periods and has been 
warned that wearing these glasses more often 
may result in infection or ulcers). 

The relative strength (or weakness) of the 
various tax reference materials can be ade- 
quately examined only in the context of those 
problems for which a definitive answer cannot 
be obtained. It is difficult to understand why 
Mertens is "generally considered the most 
scholarly of the various tax services" without 
attempting to determine, for example, whether 
percentage depletion may be claimed with 
respect to the extraction of minerals from the 
seabed in international waters (as this reviewer 
has had occasion to examine); the question of 
the depreciable basis of property converted 
to business use presented in the book to il- 
lustrate Mertens’ Treatise volumes may readily 
be answered by reference to any one of a 
number of sources. 

The use of programmed instruction need 
not preclude the reconstruction of the subject 
as an interrelated whole after the basic elements 
are understood by the student. Indeed, the 
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comparision of the Brizendine and Starks 
decisions relating to the gift vs. compensation 
issue in Assignment 5 and the comparison of 
the CCH and Prentice-Hall citators by reference 
to the Germantown Trust Co. case in Assignment 
11 represent tentative steps in that direction. 
‘As it happens, corresponding discussions of 
these same cases may be found in Tax Research 
Techniques, by Sommerfeld and Streuling. 
Although the programmed instruction format 
appears to provide a more forceful insight into 
the differences between the CCH and P-H 
citators than the textual discussion in Tax 
Research Techniques, the treatment of the 
Brizendine and Starks decisions in the program- 
med instruction format appears less successful 
than the textual discussion, in part because 
of the leading manner in which the questions 
are asked (e.g., "In which of the two cases did 
the IRS 'blow' their case, i.e., fail to make an 
effective presentation?"). The danger of trivial- 
izing the subject is an ever-present one when 
using programmed instruction; when used well, 
as it quite often is in the book, it does aid the 
slower student and allow the faster student 
to move ahead more rapidly. When used in 
too casual a fashion, especiall with respect 
to negative responses (e.g., "Wrong. Go back 
to frame 16-5 and try again."), it is at best 
frustrating and may well reinforce an erroneous 
impression of the practice of tax research. This 
does not occur too frequently in the book, but 
it is not entirely avoided, and detracts from 
the value of the book. 

This defect.might be mitigated if the book 
were used as "an introductory module for a 
graduate course in tax research." However, 
if it were used as a "supplement for a content- 
oriented undergraduate course" or "for self-study 
by practitioners wishing to obtain a working 
knowledge of practical, application-oriented 
tax research," the limitations of the book appear 
more severe. While it is relatively free of tech- 
nical errors (both CCH and P-H do publish 
regular Tax Court decisions), the references 
to specific paragraph numbers in the various 
services may be confusing if the student is using 
an older edition (e.g., the subdivision, "Who 
Can Deduct Contributions?," appears at 116,021 
in the 1976 edition of P-H Federal Taxes rather 
than 416,028, as noted in the book, while the 
Main Table of Rulings, which, as noted, is 
located at 414,000 in the 1976 edition, is actually 
at $13,000 in the 1979 and 1980 editions). On 
balance, it may be useful even for these pur- 
poses, but at some risk that the student will 
thereafter attempt to provide unambiguous 
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answers to questions that have uncertain answers 
or overlook issues that are not explicitly raised. 
LOWELL Dworin 
Assistant Professor of Accounting 
The University of Texas at Austin 


Gary JouN РкЕУІТЅ and BARBARA DUBIS 
МевІМо, A History of Accounting in 
America: An Historical Interpretation of 
the Cultural Significance of Accounting 
(New York, John Wiley & Sons, 1979, pp. 
xii, 378, $17.95). 


The title and subtitle of this new book require 
some clarification. This is not a step-by-step 
exposition of the development of accounting 
procedures and practices usually found in 
textbooks of accounting history in various 
countries, textbooks which have appeared 
since the turn of the century, and for which 
A. C. Littleton's Accounting Evolution to 1900 
{1933] is a classical American example. This 
book is, rather, an economic, business, and 
financial history of America from its earliest 
origins to the present, and a study of the impact 
which these economic, business, and financial 
developments have had upon accounting as an 
emerging institution and profession. It traces, 
in turn, the effect which accounting has had 
upon the economic development of the country. 

The material has been organized chrono- 
logically, treating separately ten distinct time 
periods in the ten chapters of the book. Three 
major: time spans are recognizable. The first 
four chapters cover the time from the arrival 
of the pilgrims through the Industrial Revolution. 
Here, the weight of the discussion rests on the 
development of capital markets, industrializa- 
tion, and the resulting early accounting reports, 
whether for investors, managers, or government 
and the public. Early approaches to accounting 
education and textbooks are given due con- 
sideration. The next three chapters cover the 
development of the accounting and auditing 
professions. Here, major emphasis is placed 
on professional organizations and their role 
in the economy; the inter-relationship between 
accounting and government, and accountants' 
responsibilities and liabilities to the public are 
also stressed. Theory development in this period 
of maturation is sketched in broad strokes, 
highlighting such problems as the nature, 
classification, and measurement of enterprise 
equity, asset valuation, and income measure- 
ment. (The problem of articulation between 
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income statement and balance sheet receive 
special consideration here.) The concluding 
chapter gives an honest, yet somewhat dis- 
turbing picture of the "identity crisis" in which 
accounting finds itself today. The conflict 
appears to be one of purpose rather than prin- 
ciple. Multiple and often contradictory ac- 
counting reports are possible and even justifi- 
able, depending on the goals which accounting 
is to serve. 

The strictly chronological organization of 
the material has the advantage of making it 
possible to emphasize, in each time period, 
those socio-economic and professional develop- 
ments which are peculiar to the period discussed 
in each chapter. It has the disadvantage (as 
compared to an entirely topical classification, 
such as Professional Organizations, Accounting 
Education, and Accounting Theory, each 
discussed in a separate chapter) of having to 
deal with a great many different factors and 
strands of development in each chapter. The 
many titles and subtitles are sometimes difficult 
to follow, especially as the print of the titles 
is not much different from that of the subtitles, 
and occasionally the content of a title is repeated 
in a subsequent subtitle (see: p. 260, title of 
section: Establishing Accounting Principles; 
p. 267, subtitle within that section: Establishing 
Principles of Accounting). 

Except for such minor editorial flaws, this 
is a very readable book. Its attractiveness is 
enhanced through the inclusion of considerable 
biographical data about those individuals playing 
a leading role in American accounting develop- 
ment, pictures of those individuals, and many 
illustrations of old accounting records and 
statement forms. Yet this is not an introductory 
book; nor is it a textbook for undergraduates. 
Practicing accountants may gain from it an 
historical perspective of the problems facing 
the profession today. Graduate students may 
find in it excellent collateral reading material 
for class discussions and term papers. The 
bibliography presented at the end of the book 
is comprehensive, listing a wealth of source 
material for additional research; some readers, 
though, may have preferred a more specialized 
bibliography attached to each chapter or relating 
to each particular time period. 

While the book is largely descriptive of early 
developments in American history, its major 
strength is the challenge it presents to the current 
state of the various institutions bearing on ac- 
counting and to the entire theoretical framework 
on which current accounting practice and 
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accounting education rest. Such a book needed 
to be written at this time. 

RicHARD H. HOMBURGER 

Professor Emeritus of Accounting 
Wichita State University 


Joun К. SHANK, Jesse F. DILLARD and 
RicHARD J. MURDOCK, Assessing the 
Economic Impact of FASB No. 8 (New 
York: Financial Executives Research 
Foundation, 1979, pp. x, 143, $3.00). 


This informative and well-written monograph 
deals with two timely issues in accounting and 
financial reporting: translation of foreign 
exchange and the economic impact of account- 
ing. Although this work is not geared to an 
academic audience per se, its sophistication 
and forthrightness render it worthy of con- 
sideration by college and university professors 
and in some instances by their students as well. 

Shank, Dillard and Murdock were commis- 
sioned by the research foundation of the 
Financial Executives Institute (FEI) to conduct 
this study. The foundation publishes. a half 
dozen or so such studies each year, and in every 
case, the project has an “applied” nature. A 
complimentary copy is distributed to any FEI 
member who indicates an interest, which 
suggests that it is such persons who comprise 
the monographs’ ostensible audience. However, 
the research results are not necessarily expected 
to reflect a “business” point of view; i.e., the 
researchers do retain their own independence. 

The study concerns what impact, if any, has 
resulted from the promulgation of FASB: State- 
ment No. 8, Accounting for the Translation 
of Foreign Currency Transactions and Foreign 
Currency Financial Statements (issued іп 
October, 1975 and effective for fiscal years 
beginning on or after January 1, 1976). Inter- 
views were conducted with financial executives 
of 25 major corporations to discern the impact 
on corporate financial management practices. 
A second phase of the study had as its objective 
to determine the impact of the Statement in 
the capital markets, and it encompassed a 
population of 139 corporations. 

The “interview” portion of the study is 
insightful, as it offers the reader an unusual 
opportunity to learn how corporate executives 
respond to an accounting pronouncement. 
Most “responses” that are usually encountered 
in print tend to be those that are set forth norma- 
tively in position papers. By contrast, the 
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responses provided by the study in question 
are more of an experiential nature, and are 
therefore quite revealing even though one might 
be inclined to place a discount on respondents' 
description of their own behavior. The breadth 
of aspects encompassed by the interviews and 
the readability of the researchers’ explication 
add considerably to an appreciation of the 
issues involved and to an understanding as to 
how a small sample of companies have reacted 
to them. The only disconcerting aspects of the 
narrative are of an editorial/form nature (and 
to some persons might even be picayune): (1) 
the use of both the third-person singular and 
the third-person plural when referring to a 
single company, and (2) the continuous use 
of the “percent” dimension when dealing with 
only 25 companies, i.e., although technically 
correct, somehow “28% of the companies” 
sounds more impressive than does “7 of 25 
companies”, 

The “capital markets” phase of the study 
was undertaken to test the argument advanced 
by many corporate executives that the stock 
market does react to Statement No. 8 measure- 
ments such that managers are in turn motivated 
to use procedures which mitigate the results 
that would otherwise occur. The researchers 
use as their focal point the hypothesis that any 
differences in the stock market response between 
an experimental portfolio and its corresponding 
control portfolio can be attributed to Statement 
No. 8. The four variables that were investigated 
for possible changes induced by the Statement 
are price-earnings ratios, “systematic” security 
risk, consensus of the market regarding “sys- 
tematic” risk, and risk-adjusted rates of return. 

The study’s findings are that the impact of 
Statement No. 8 has not been as momentous 
or as pervasive as some of the allegations have 
suggested. There has been relatively little 
. impact on either capital investment decisions 
or financing decisions, but there has been an 
impact with respect to both selecting curren- 
cies in which debt is denominated and hedging 
transactions to cover translation exposure. The 
results of the capital market tests lead the re- 
searchers not to accept the hypothesis that 
there were more adverse stock market conse- 
quences for companies affected by the Statement 
than for comparable enterprises that were not 
so affected. 


Three potential academic audiences for this - 


monograph are perceived. First, there are 
individual professors who seek greater insight 
into the application of FASB Statement No. 8 
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and its ramifications for business executives. 
Second, this volume could be useful required 
reading for students in an elective course that 
spends all or most of its time on the international. 
dimensions of accounting, finance, or both. 
And third, this work might be a very teachable 
addition to a course which emphasizes the con- 
duct of, and contributions provided by, scholarly 
research in accounting. For all three audiences, 
the presence of the “economic impact” aspect 
is a particularly relevant feature in the light 
of the recent surfacing of this aspect of ac- 
counting and financial reporting. A final note- 
worthy highlight of the monograph is its 
appendices consisting of an annotated bib- 
liography and a synopsis of related research 
studies. 

This work is a well-conceived and well- 
developed study of an important issue in ac- 
counting and financial reporting which deserves 
the attention of those seeking an insight into 
an aspect of accounting and business that they 
would probably not otherwise be able to obtain 
in the professional and scholarly literature. 

Рнплр E. MEYER 
Associate Professor 
Boston University 


Keira V. Surrg, Guide to Working Capital 
Management (New York: McGraw-Hill 
Book Company, 1979, pp. viii, 252, 
$12.50). 


This guide is aimed at a dual audience: (1) 
Students who have had courses in financial 
theory but whose experience and perspective 
are limited, and (2) managers who have working 
capital responsibilities but limited training with 
mathematical models, The author's purpose 
is to reduce the gap between theory and practice. 

In the introductory chapter, Professor Smith 
reminds us that working capital management 
has become more complex because of competi- 
tion, expansion into international markets, 
higher rates of interest, and larger capabilities 
for information processing. He notes that "While 
progress has been made on how to manage 
individual working capital accounts, there has 
been less progress in terms of tying working 
capital together as a whole" (p. 18). His con- 
tribution is to sandwich Chapters Three through 
Eight, which consider each of. the major working 
capital accounts, between two integrating 
chapters (Two and Nine) which deal, respec- 
tively, with the planning and control of working 


capital. 
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The book is well-organized and generally 
well-written. The individual chapters contain 
descriptive and analytical material covering 
` {һе individual working capital accounts. The 
descriptions include sections on the rationale 
for, responsibility for, and characteristics of 
cash, marketable securities, inventory, etc. 
Historical statistical data taken from various 
published sources (e.g., Mean Values of Current 
Ratio for Selected Industries 1965-75, from 
Dun and Bradstreets Key Business Ratios) 
enhances the presentation. 

The analytical material makes effective use 
throughout the book of a set of data provided 
for a hypothetical company. Calculations involve 
decisions such as the determination of optimal 
lockbox locations and whether to take or give 
trade discounts. There are some cost-balancing 
models such as the determination of the eco- 
nomic order quantity and appropriate balance 
between cash and marketable securities. These 
are strengthened by cost-benefit analyses de- 
signed to determine whether proposed changes 
in working capital are profitable. 

Problems at the end of each chapter provide 
an opportunity to reinforce one's understanding 
of the analytical material. Solutions are given 
for some; the others are generally patterned 
after the illustrations, although it would have 
been helpful to have some check figures. 

A good sampling of suggested reading for 
each topic is provided for those who desire 
greater depth. | 

Chapter Two, entitled "Planning Working 
Capital," is the longest and weakest chapter. 
The presentation of sales forecasts deals only 
with historical information. No consideration 
is given to the influence that the general eco- 
nomic level, possible strikes, availability of raw 
materials, or correlation with economic in- 
dicators has on sales volume. Moreover, there 
is limited explanation accompanying the series 
of 19 financial schedules and statements designed 
to illustrate comprehensive budgeting. This 
process can be followed more clearly in most 
managerial accounting textbooks. 

Fortunately, these limitations did not preclude 
the author from accomplishing his purpose 
to bridge the gap between theory and practice 
and to tie together the various components of 
working capital. In his last chapter, Professor 
Smith shows the trade-offs that must be made 


between the liquidity and profitability ratios.- 


The strongest part is provided by a linkage to 
capital budgeting which demonstrates the return 
on investment of four proposed changes in 
working capital. Subject to investment con- 
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straints, a change is accepted if it results in a 
return on investment which is greater than the 
firm's cost of capital. 

The guide is a good reference and is well 


. suited to its intended audience. 


Rogert W. KOEHLER 
Associate Professor of Accounting 
The Pennsylvania State University 


Ray M. SOMMERFELD, HERSHEL M. ANDER- 
son and Horace R. Brock, Ап Intro- 
duction to Taxation, 1980 Edition (New 
York: Harcourt Brace Jovanovich, Inc., 
1979, pp. xvi, not paginated, $16.95). 


The 1980 edition of this text follows the same 
format as previous editions. The authors have 
utilized a conceptual approach in a book which 
is intended for adoption in the first course in 
taxation. A notable feature of the book is the 
interdisciplinary concept which allows for dis- 
cussion of the political, social, and economic 
implications of tax law. Furthermore, the 
controversial aspects of these topics have not 
been sidestepped by the authors. The practical 
side of the study of taxation may also be found 
in the illustrations of the various tax forms and . 
the original text of the Internal Revenue Code. 
This combination of features provides the 
student with the opportunity to understand 
the nature and origins of the tax law before 
being asked to make practical applications. 
A variety of problems are presented at the 
end of each chapter in the form of short-answer 
questions based on the textual matter, return 
preparation problems, and supplemental prob- 
lems, which require research in other sources. 

The authors have made some changes in this 
most recent edition. Visual aids have been made 
available through the insertion of some trans- 
parency masters which may be reproduced from 
the Instructor's Guide and a set of 35-millimeter. 
color slides which are available to adopters 
of the text. A few of the topics have been 
rearranged and placed in different sequential 
order than in prior editions. In response to 
requests, an appendix of less than five pages 
has been added as a brief introduction to tax 
research. The objective of the appendix is to 
aid students in limited library research. This 
appendix would have to be supplemented if 
detailed and extensive research problems are to 
be assigned. : 

An [пзїгисїогз Guide accompanies the text. 
This supplement contains solutions to the 
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problems in the text and suggestions to the 
instructor on the use of visual aids and problem 
materials. Also included are ideas on rearrange- 
ment or abridgment of the text. The book 
concludes with appendices for income and 
estate and gift tax rates. 

One unique feature is the emphasis placed 
on the historical background of the tax laws. 
This attention is in compliance with the various 
reports of AAA committees for many years 
(1961, 1967, 1968, 1969, and 1970, as examples) 
which have emphasized the importance of tax 
history in promoting a better understanding 
of the tax laws. An interdisciplinary approach 
is also encouraged. А quote from one of the 
AAA reports illustrates this philosophy: 


An understanding of present law is incomplete 
without an awareness of the evolution of the law 
and society's acceptance or rejection of change as 
the law developed, all viewed and evaluated in 
historical context.! 


Another unique area of coverage is the em- 
phasis placed on the wherewithal-to-pay con- 
cept. Although this concept is very often the 
criterion followed in tax issues, it is not even 
mentioned in other tax textbooks The presenta- 
tion of the basic tax laws mixed with the his- 
torical, economic, social, political, and con- 
ceptual background in a manner which is easy 
and interesting to read should contribute 
significantly to a student's understanding. 

Tonya К. FLESHER 
Assistant Professor of Accountancy 
The University of Mississippi 


RIcHARD- К. SYLVESTER, Tax Planning: 
Strategy, Tactics, Decisions and Actions, 
Third Edition (Los Angeles: Ph.D. Pub- 
lishing Co., 1979, pp. vii, 247, $18.95). 


The third edition of Sylvester's book is 
described as a manual designed for “physicians, 
engineers, executives, CPAs and attorneys.” 
This is a peculiarly diverse group, and the book 
more appropriately could be used by laymen 
unfamiliar- with basic tax law who are seeking 
guidance in personal financial planning and 
tax minimization. 

One major premise of the book is that it is 
legally possible to pay zero income taxes through 
careful financial planning. While this is a 
beguiling concept, the author offers no раг- 
ticularly original methods for achieving this 
goal. His six steps listed in conjunction with 
tax minimization are (1) structure financial 
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transactions that will produce high deductions, 
(2) keep evidence of transactions, (3) keep 
records simple, (4) fill out the tax return, (5) 
assume the return will be audited, and (6) be 
prepared to defend the return in Tax Court. 
Such suggestions are certainly valid, but do 
nothing to insure that the reader will in fact 
owe no income taxes. 

The overall organization of the book js 
confusing. There are no introductions or con- 
clusions to the five parts of the book, and the 
result is a lack of coherent development. Within 
the parts of the book, subtopics are presented 
with no explanation of their order, giving the 
material a disjointed effect. Part I is entitled 
"Overview and Strategy" and consists of a 
potpourri of tactics ranging from minimizing 
withholding tax to holding capital assets for 
more than one year before sale. Part II, "Details 
of Specific Investments," offers complete pro- 
grams for investment ventures such as purchase 
and lease of residential rental property. Part III, 
"Systems and Tactics," looks at a wide range of 
tax laws pertaining to investment decisions. 
The corporate form of business, Federal estate 
and gift taxation, and appraisal techniques are 
lumped together in Part IV, interestingly entitled 
"Refinements and Fine Points." Finally, Part V 
presents a convenient synopsis of the major 
revenue acts of the past four years. The book 
has two appendices, "Financial Factors" and 
"Zero Tax Status." 

The authors explanation of the various 
provisions of the Internal Revenue Code is of 
a non-technical nature and should be readily 
understandable by an untrained reader. How- 
ever, the book contains a number of technical 
errors. Some may be an inadvertent result of 
the need for simplicity; for example, the author 
states that the amount of the dividend exclusion 
is $200 on a joint return. Actually, a $200 ex- 
clusion is available only if husband and wife 
are joint owners of the stock generating the 
dividend income. Other errors are indefensible. 
To state that the amount of the marital deduction 
for estate tax purposes is "5096 of the adjusted 
gross estate, not to exceed $250,000" is, purely 
and simply, wrong. Equally disturbing is the 
author's tendency to give advice without fully 
apprising the readers of potential tax problems. 
On page 19, the author suggests the use of a 
personal residence as a deduction-generating 
office in the home. It is not until page 64 that 


1А Statement of Tax Concepts to be Used as a Basis 
for Teaching Income Taxation (Sarasota: American 
Accounting Association, 1969), p. 1. 
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the author makes additional reference to the 
stringent requirements for deductibility of home 
office expenses under section 280A. As another 
example, the author gives a detailed analysis of 
the purchase of a business operated as a closely 
held corporation. The bottom line of his financial 
projection is "cash received by new owner," 
which represents corporate after-tàx income 
adjusted for non-cash deductions and non- 
deductible cash outlays. The author neglects to 
explain how the new corporate owner is going to 
get this cash into his own pocket. Thus, a basic 
problem of the use of a close corporation as an 
investment vehicle is not discussed. 

In summary, the book suffers from a lack of a 
cohesive organizational structure and is flawed 
by detracting technical weaknesses. А reader 
may derive some new understanding of financial 
planning with tax minimization as an ultimate 
goal. However, the utility of the book as a whole 
is questionable, and reliance on certain specifics 
may prove disadvantageous. In the preface of the 
book, the author takes extreme measures to 
absolve himself of any and all responsibility 
toward those readers who rely on the book to 
their detriment. I hope every reader of the book 
gets at least this far. 

SALLY Morrow JONES 
Assistant Professor of Accounting 
The University of Texas at Austin 


RICHARD VANGERMEERSCH, Financial Re- 
porting Techniques in 20 Industrial 
Companies Since 1861 (Gainesville: Uni- 
versity Presses of Florida, 1979, pp. ix, 
100, $17.25). 


This study examines selected financial re- 
porting techniques employed by certain indus- 
trial enterprises over the time span 1861-1969. 
The purpose of the monograph is to give 
researchers a reference for financial accounting 
happenings in annual reports prior to the 
initiation ‘of Accounting Trends and Techniques 
in 1946. In fact, the material is presented in 
the same general format as the original edition 
of Trends in 1946. According to the author, the 
book “should serve as a synopsis of the history 
of financial accounting in the United States.” 

The 20 companies included in the study were 
selected from the annual report file of the Baker 
Library at Harvard University. The selection 
criteria were based on the length of time the 
company had been reporting, the completeness 
of their report file at the Baker Library, and the 
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goal of including a broad cross-section of in- 
dustries in the study. Quincy Mining was the 
company with the longest reporting record, 
dating from 1861. The beginning dates for the 
other 19 companies varied, with the most recent 
being Nabisco, which commenced in 1912. 

The survey analyzes and identifies significant 
trends in accounting terminology, reporting 
practices and valuation bases utilized by the 
companies included in the study. The material 
is organized into six major topical areas and 
one general area, with each of these major 
topics being further subdivided into more 
detailed items of interest. The major topics and 
the number of items within each are as follows: 


01 Balance Sheet Presentation and 


Philosophy (15 items) 
02 Income Statement Presentation and 

Philosophy ( 7 items) 
03 Earned Surplus and Extraordinary 

Items ( 2items) 
04 Depreciation (15 items) 
05 Inventory ( 5items) 
06 Valuation of Fixed Assets ( 7 items) 
07 Other Matters (11 items) 


. For some items, the author uses his findings 
to support or disprove presumptions reflected 
in various professional pronouncements. For 
example, he states that the study does not sup- 
port the proposition advanced in ARB No. 32 
that management abused the practice of entering 
charges directly to the retained earnings account 
instead of taking them through income. 

The text is amply augmented with excerpts 
taken from the annual reports examined. A 
series of 28 tables supplement and support 
the textual discussion by providing a more 
extensive analysis of the items contained in the 
annual reports. However, the highly abbreviated 
tabular headings make the tables somewhat 
confusing without close correlation with the 
textual discussion. The tables would have been 
more understandable if the headings had been 
more descriptive. 

The author concludes with a brief statement 
summarizing the study's implications for finan- 
cial accounting and recommends that "an 
institutional project be undertaken to expand 
this study from its 20 companies to 40 or 50 
companies so that a larger base be established 
for possible decision-making purposes." 

Overall, this monograph provides an inter- 
esting study of the evolution of financial re- 
porting as reflected in the corporate annual 
report. It should prove useful to researchers 
in achieving an understanding of the historical 
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development of financial accounting and re- 
porting techniques for the period 1861-1969. 
Jack О. HALL, In. 
Professor of Accounting 
Western Kentucky University 


DaviD A. WILSON, JOHN SHANK and DEN- 
NIS FROLIN, Contemporary Financial 
Reporting: A Casebook (Englewood 
Cliffs, New Jersey: Prentice-Hall, Inc., 
1979, pp. x, 385, $10.95). 


This book offers a convenient collection of 
44 case studies covering a wide variety of 
financial reporting topics. The book contains 
no text whatsoever and, therefore, in most 
applications would be used in conjunction 
with an intermediate level financial accounting 
text. Although the cases vary considerably in 
complexity and length, on average they appear 
to be best suited to graduate level courses. A 
companion volume of teaching notes is available 
and is included in this review. 

The cases are grouped into four broad cate- 
gories: revenue recognition, asset valuation, 
liability recognition, and issues in corporate 
financial reporting. Sub-headings within these 
broad groupings are used to classify the cases 
more precisely. Each of these sub-headings 
contains two or more cases except for fixed 


assets and pension costs which contain only a 


single case. The flexibility of additional cases 
in these two areas would have been preferred. 
The coverage. in intercorporate investments, 
with six cases, and long term debt, with five, 
is probably more than adequate.. The seven 
cases devoted to problems of revenue recog- 
nitioy provide excellent coverage of this im- 
po-ant topic which is generally covered rather 
superficially in most standard texts. 

Without going into a discussion of the merits 
and demerits of the case method, the cases 
compiled by the authors can be used with 
excellent results to illustrate and reinforce 


the issues іп many areas of financial reporting. - 


For example, the full range of issues inherent 
in the selection of an inventory cost flow as- 
sumption are well-illustrated by Chrysler Corp.'s 
1970 shift from LIFO to FIFO. The often 
counter-intuitive results of accounting for early 
debt extinguishment are highliphted in the 
United Brands case. These are but two examples. 
Most of the cases contained in this volume 
describe actual situations and events. In the 
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reviewer's experience, this “real world" quality 
is very well received by students and offers a 
nice complement to most texts. . 

By count, 38 or 44 cases contained in the 
casebook are available individually from the 
Intercollegiate Case Clearing House. Therefore, 
the primary attraction of the casebook is the 
obvious convenience it offers. The authors have 
provided a real service in identifying, compiling, 
and classifying this set of case material. The 
large number of cases included is probably more 
than most instructors could use in a particular 
course, Each potential user of the casebook 
wil have to decide whether students will get 
enough use of the book to justify its purchase. 
An alternative and perhaps more attractive 
marketing strategy would have been to unbundle 
the casebook and offer the cases (together with 
teaching notes) individually in a financial re- 
porting series. 

Another potentially attractive feature of the 
casebook is the availability of the authors’ 
teaching notes. For the most part, the teaching 
notes appear to be those which were originally 
prepared by the case author ior whatever 
audience for which the case was intended. 
There is little evidence that much editing or 
revision was undertaken prior to their inclusion 
in the present volume. Although the notes offer 
very detailed recommendations such as what 
information to put on particular blackbcards 
and how much time to devote to a discussion 
of various points, these are issues which each 
individual instructor will have to resolve to suit 
his or her own situation. 

At a more fundamental level, the lack of 
reference to specific fesearch studies or even 
to accounting research in general in the teaching 
notes was troubling. For example, in discussions 
of a number of cases, the authors refer to 
relationships" between reported accounting 
numbers and security prices. There is a sub- 
stantial body of empirical: research which 
addresses this and related issues. The failure to 
refer to relevant research findings in discussions 
of case studies tends to foster an acceptance 
of anecdotal evidence on the part of the students 
and contributes to the perceived lack of rele- 
vance of accounting research. 

The volume of teaching notes suffers from 
numerous production problems, including 
typographical errors, missing exhibits, and even 
missing pages. These problems, which are 
easily remedied, contributed to the feeling 
that, on balance, the teaching notes need more 
attention. 
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In short, the basic products here, the case 
studies themselves, are definitely worthy of 
attention. These cases can provide insight and 
understanding of finencial reporting problems 
that is difficult to obtain elsewhere. Whether or 
not this particular package of cases will suit 
individual needs depends very much on one's 
commitment to the case study method. The 
accompanying teaching notes, which offer great 
potential, need revision before they can become 
truly effective. 

RoBERT L. VIGELAND 
Assistant Professor of Accounting 
University of Minnesota 


STEPHEN A. ZEFF, Forging Accounting 
Principles in New Zealand (Wellington: 
Victoria University Press, 1979, pp. 88). 


This monograph describes the origins and 
. evolution of the process by which accounting 
principles are established in New Zealand (an 
economy with less than 300 New Zealand public 
companies listed on one or more of five metro- 
‘politan stock exchanges). According to Zeff, 


the work is concerned with the "decision-making . 


apparatus within the organized accounting 
profession in the context of influences and 
pressures from elsewhere in the private and 
public sectors.” It is similar, therefore, to his 
earlier works on the development of standards 
for accounting and financial reporting outside 
the United States. 

The project was conducted during visits 
to New Zealand in 1972 and 1976: Over 80 
individuals were interviewed during these 
periods. Included were former presidents of 
the New Zealand Society of Accountants, 
editors from the financial press, representatives 
of the Stock Exchange Association of New 
Zealand, practicing accountants, and academics. 
. Additionally, the New Zealand Society granted 
full access to the Society's archives for the 
examination of public and confidential docu- 
ments. The result is a comprehensive treatise 
on accounting principles development in New 
Zealand. This is interwoven with interesting 
anecdotes and personal observations which 
provide considerable color to what otherwise 
might be routine historical reading. 

The first chapter identifies the accountancy 
bodies in New Zealand. The next four chapters 
proceed to examine principles developed in 
four periods: (1) prior to 1961, (2) 1961-1966, 
(3) 1967-1973, and (4) 1973-1976. The workings 
of the Accounting Practice and Procedure Com- 
mittee, formed in 1950, take up much of the 
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material in Chapter IL. This committee was 
probably the first to give technical guidance on 
accounting and auditing issues. However, it 
published no original work in its ten-year life, 
content to do no more than “rubber stamp” 
selected recommendations of the English 
Institute. i 

The third chapter discusses the early days 
of the Board of Research (formed in 1961). 
Several major developments are discussed. 
For example, the first Society recommendation 
not a facsimile of an English recommendation 
was issued in 1964. It was tentative, however, 
and made clear that in no way need members 
conform with its requirements. On the other 
hand, it is pointed out that farm accounting 
publications were generally well supported by 
members of the Society and others (e.g., those 
in the farming industry. 

Chapter IV details the changes that took 
place during 1967-1973. This was, apparently, 
a period during which many felt the need to 
evolve a policy model more appropriate to New 
Zealand business arrangements. While the 
British influence still dominated, developments 
in North America appeared to be increasingly 
recognized in Society decisions. Zeff notes, 
for example, that research was raised from 
its virtually obscure position by the establish- 
ment of a research officer; additional tentative 
statements were issued (under the heading of 
Research Bulletins); and, in 1973, members were 
required either to comply with the Society's 
publications (now called Statements of Standard 
Accounting Practice) or to disclose significant 
departures therefrom. 

The "new" standards program which combined 
the issuance of Statements of Standards Com- 
mittee is discussed in Chapter V. But from 1974 
on, according to Zeff, inflation accounting 
became the central issue in New Zealand ac- 
counting circles. The book concludes its 
historical review noting the establishment of 
the research project on inflation accounting 
at the University of Waikato and the publication . 
of the government's Richardson Committee 
Report on inflation accounting (December 1976). 

Chapter VI identifies various other parties 
having an interest in accounting policy making. 
The press, the Financial] Executives Institute, 
the stock exchanges, and the Registrar of 
Companies are briefly discussed. 

In the concluding chapter, the author presents 
an analysis of. trends and critical observations. 
He appears concerned with defining an ap- 
propriate structure for establishing accounting 
principles in New Zealand that would somehow 
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bring together the best of the U.K. and North 
American systems. Zeff recommends that the 
Society (1) give more attention to research, 
:2) make more effective a dialogue with its 
constituency, (3) reduce the number of aca- 
demics on the Board of Research (and its 
Financial Accounting Subcommittee), and (4) 
strengthen the extent to which corporate re- 
porting practices are monitored. 

Since the completion of this monograph in 
January 1977, but before publication, legislation 
directly affecting accounting principles develop- 
ment has been enacted. The Securities Act 
of 1978 consolidates and amends the law relating 
to the raising of capital from members of the 
public. It also encompasses certain laws relating 
to exchanges of securities among those mem- 
. bers and imposes stricter requirements on 
borrowers. Additionally, the Act establishes 
a five-man Securities Commission to supervise 
and monitor the New Zealand securities in- 
dustry. The Securities Commission would appear 
to have oversight power in determining the 
truth and fairness of the view presented by 
company financial reports. ; 

Since Zeff's proposals for reform are modest, 
they should be easy to agree with since they 
are not overly burdensome as regards those 
who may be affected and are stated only after 
an extensive and independent examination of 
the evidence. Zeff has taken an initial step. 
Whether New Zealand accountants can follow 
suit, spurred by leadership from within the 
profession rather than threatened by outside 
governmental intervention, remains to be seen. 

PAUL A. GRIFFIN 
Assistant Professor of Accounting 
Stanford University 


STEPHEN A. ZEFF, JOEL DEMSKI and 
NicHOLAs Dopucu, Editors, Essays in 
Honor of William A. Paton (Ann Arbor: 
The University of Michigan, 1979, pp. 
xiii, 217, $10.00). 


This collection of nine essays is a tribute to 
William A. Paton, a distinguished pioneer 
accounting theorist. Seven essays deal with 
accounting standard setting or specific prin- 
ciples applications; this seems fitting since 
Paton exerted considerable direct influence 
on standards in an era when they were set 
somewhat differently. Internal control and 
social accounting are the focus of two essays. 
An essay by Howard C. Greer and an editors’ 
preface precede the essays. 
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It seems appropriate to consider the essays 
in related groups rather than in their sequence 
in the book. The first essay on standard setting 
is “The Politicization of Accounting” by David 
Solomons. He likens accounting to financial 
map making, and in a strong plea for neutrality, 
says “We do not judge a map by the behavioral 
effects it produces” (p. 35). Solomons concludes 
by urging accountants to make the best maps 
they can and says the task of those who use 
the maps is to steer the economy in the right 
direction. 

The main thrust of Harold Bierman, Jr.'s essay 
on "The Feasibility and Desirability of Ac- 
counting Standards” is that accountants deal 
largely with uncertainties. Bierman notes there 
are different ways of valuing almost any asset 
and that there is merit in expressing valuations 
in terms of probabilities. He thinks that standards 
or principles would be improved if they were 
derived from a well-defined structure (pre- 
sumably similar to the FASB's long-in-process 
Conceptual Framework). Both Bierman and 
Solomons are critical of the FASB’s Statement 
No. 2 dealing with R & D Accounting. 

“Accounting for Investments in Debt Securi- 
ties," by Maurice Moonitz, has the most specific 
focus of the essays dealing with standards or 
principles. Moonitz first subjects contemporary 
practices to close scrutiny, considers the 
alternative use of market values, and makes 
some recommendations. He uses an extended 
example wherein interest rates (hence bond 


` values) change and investors exercise alterna- 


tives such as holding original bonds to maturity 
or switching to other investments in midstream, 
and then analyzes the accounting and financial 
consequences. His analysis is interesting and 
useful; it could have been made even more 
useful if some attention had been given to 
possible income tax consequences for individual 
or corporate investors. 

In "The Hard Core of Accounting," R. J. 
Chambers postulates a structure of accounting 
which would measure income in terms of present 
values of expected cash flows, supplemented 
by consideration of present values of assets 
in use but not expected to be sold. Readers 
familiar with Chambers’ other writings in this 
area will likely not be surprised here. 

"Paton on the Effects of Changing Prices 
on Accounting 1916-55", by co-editor Stephen 
A. Zeff, is the longest essay in the collection 
(47 pages). In it, Zeff hypothesizes that Paton 
altered his theoretical constructs in light of 
perceived changing economic, political, and 
legal concepts and that these alterations were 
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reflected in Paton's major writings on inflation 
accounting; he analyzes Paton's writings as a 
test of the hypothesis. The essence of Zeff's 
piece is well captured in the last two sentences 
(p. 137): "Without sacrificing [Paton's] basic 
belief that historical cost accounting per se 
does not deal adequately with changing prices, 
he retreated in the 1930s until he had devised 
procedures that could give effect to his beliefs 
while overcoming the earlier criticisms. In this 
light therefore, Paton's succession of changed 
positions on the accounting response to changing 
prices reflects more his attempt to develop 
defensible procedures to achieve his funda- 
mental objectives than a rethinking or recanting 
of bis objectives and basic beliefs." 

Norton M. Bedford's "Relationships Among 
Income Measurements" describes and examines 
relationships among eight different measure- 
ments. Five (historical cost, price-level adjusted 
historical cost, current replacement cost, 
current exit value, and present value of expected 
cash flows) have been examined and compared 
in the literature fairly extensively in recent 
years. Bedford's analysis of them may shed 
some new light on their relationships for some 
readers. The other three measurements (money 
income, real income, and psychic income) are, 
perhaps, more familiar to economists and others 
than to many accountants. Bedford considers 
the periodicity of the various income measures 
as well as the relationship of income components 
to income recipients or participants. Two 
diagrams serve to elucidate parts of the dis- 
cussion. Bedford concludes that no single 
income measure is "right", but that disclosure 
of the relationships between measures will 
enhance their usefulness. 

Gordon Shillinglaw, in “Cost Accounting 
Principles for External Reporting: A Conceptual 
Framework," notes that generally accepted cost 
accounting principles are reflected in textbook 
descriptions and in systems used in practice 
but have never been codified by any authorita- 
tive body. His paper outlines a conceptual 
framework to serve as a foundation for such a 
code. Although he makes heavy use of materials 
published by the CASB, Shillinglaw refrains from 
an evaluation of that board's standards. Causality 
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(the achievement of cost objectives from the 
purposive application of resources) is postulated 
as the primary criterion for product costing. 
Nine principles to guide accountants in deriving 
costs of individual final cost objectives are 
suggested. 

Carl T. Devine's "Observations on Internal 
Control" is the first essay in the book. In it, 
internal control is considered from the view- 
points of persons who would violate an internal 
control system knowingly, acting singly or. in 
collusion. Devine’s perspective is essentially 
behavioral or sociological. He suggests that 
accountants who design internal control systems 
would be more successful if they would approach 
their task from those perspectives. He analyzes 
factors which both induce and discourage a 
potential embezzler contemplating enlisting 
cooperation of another employee. 

The concluding essay is R. Lee Brummet's 
“Social Performance Accounting—An Un- 
heeded Challenge to the Accounting Profession.” 
The author’s call for accountants to become 
more responsive to what he sees as a demand 
for information on the social performance of 
reporting entities seems consistent with his 
earlier advocacy of human resource accounting. 
Brummet asserts that if corporations in a free 
society accept conscious and substantive re- 
sponsibility for social welfare, then the account- 
ing profession has been derelict in its pursuit 
of improving social performance accounting. 
He concedes that social performance accounting 
is characterized by “mind-boggling complexity,” 
but provides few suggestions for solution of 
these complexities. His essay is essentially a 
plea for more attention to this area. 

The considerable range of Paton’s interests 
and expertise become apparent from an ex- 
amination of the 13-page classified bibliography 
of his writings at the conclusion of the book. I 
doubt that Paton was ever wholly satisfied with: 
many of his own writings, but expect that, on 
balance, he will be pleased to have been recog- 
nized by this collection of essays. 

CHARLES T. ZLATKOVICH 
C. Aubrey Smith Professor 
of Accounting 
The University of Texas at Austin 


Professional Firm Publications 


JAMES H. ScHEINER, University of Tennessee- Knoxville 


This series is designed to highlight accounting firms' publications which may be of 
interest to academics. In recent years, the largest public accounting firms have increased 
the quantity and quality of their accounting publications. Single copies are usually 


available upon request from the nearest office. 


Controlling Assets and Transactions presents 
the Touche Ross Accounting Control Evalua- 
tion (TRACE) program. The program recog- 
nizes that business activities can be divided 
into two basic parts: those that result in the 
flow of funds in and out of the entity and those 
that result in the flow of assets and information 
within the organization. The former is divided 
into three transaction cycles: the sales, 
billings, receivables, and. collections cycle; 
the purchases, payables, and payments cycle; 
and the wages and salaries cycle. The latter 
is divided into at least two cycles: the books, 
records, and reports cycle and the cost/ 
inventory records cycle. Ап illustrative 
questionnaire, designed to indicate potential 
. errors if key controls are missing, is presented 
for each cycle. А separate questionnaire for 
EDP operations is provided. The program also 
provides a questionnaire to examine the 
overall control environment. Testing to 
determine compliance with the internal 
. control system, including illustrative. exam- 
ples, is also discussed. (99 pages, 1979) 


Ernst & Whinney's Evaluating Internal Control 
presents a three-step approach to evaluating 
internal control that is applied to four basic 
operation components of a business. These 
operating components are sales, production, 
finance, and administration. Administration 
includes the control and support of operating 
activities. А section of the book organized 
by component, according to specific internal 
control objectives, discusses typical pro- 
cedures designed to assist in achieving the 
Objective, errors that may occur if the pro- 
cedures are not adequately implemented, and 
accounts affected by the objective. À chart 
organizing control objectives by balance sheet 
and income statement accounts is provided 


to assist in assuring completeness of eval-. 
uation. (62 pages, 1978) 


Financial Reporting and Changing Prices, pub- 


lished by Deloitte Haskins & Sells, contains 
a timely discussion of the disclosure require- 
ments of FASB Statement No. 33. After a 
brief introduction which summarizes the 
applicability and required disclosures, some 
disclosures of specific asset and expense 
restatements are considered first for the 
constant-dollar basis and then for the current- 
cost basis. Subsequently, income, purchasing 
power gain or loss, and holding gains or losses 
are examined. Included in each is a dis- 
cussion of the specific procedures, including 


. alternative methodologies which are needed 


to complete the appropriate restatements. 
In each section, illustrative examples are 
provided. These examples are based upon 
data for one hypothetical company. In an 
appendix, complete FASB Statement Nc. 33 
disclosures and supporting data and calcu- 
lation for the hypothetical company are 
provided. Disclosures for a hypothetical 
electric utility and a banking institution are 
provided to illustrate industry specific dis- 
closures. Also included in appendices are a 
summary of the differences between ASR 190 
replacement cost and FASB Statement No. 33 
current cost requirements, a discussion of 
the Consumer Price Index for all Urban 
Consumers, a chart of monetary and non- 
monetary items, a glossary, and a reprint 
of FASB Statement No. 33. (118 pages, 1979) 


Worldwide Statutory Audit and Reporting 


Requirements, published by Ernst & Whinney, 
presents summary information on reporting 
requirements in 69 countries and the European 
Economic Community (EEC). This informa- 
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tion includes recipients of financial state- 
ments, who can audit the statements, and 
statutory record. maintenance requirements. 
Also discussed is the financial information 
that must be provided to specific agencies 
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or groups and required auditor involvement. 
Four EEC directives concerning reporting, 
auditing, and record maintenance are also 
discussed. (50 pages, 1979) 


Capsule Commentaries 


THOMAS J. BURNS, Editor 


Commentaries in this issue are by the reviewers noted. 


C. CoLBuRN Harpy, Your Money and Your 
Life (New York: American Management 
Association, 1979, pp. 340, $14.95). 


This is a guide for individual long-range 
financial planning. Many types of investment 
opportunities are discussed, indicating the 
advantages and disadvantages of each as they 
relate to the investment goals of the individual 
investor. The effect of inflation on financial 
planning is incorporated throughout. 

Some of the major areas of financial planning 
included are providing for future college costs 
for your children, retirement security for your- 
self, and estate planning. To achieve individual 
financial goals, many types of financial strategies 
are presented. A major point emphasized is 
the value of compounding over long periods 
of time to increase the value of one's net worth. 
This point was illustrated in a situation where 
an investment of $1,265 per year for 45 years 
at a 10 percent annual rate of return would ac- 
cumulate to in excess of $1 million. 

Many questions that an individual might 
raise relating to long-range financial planning 
have been answered. A few are: What type of 
securities should I purchase to meet my financial 
goal? When should I use tax shelters? When 
would a trust be beneficial? How would I go 
about choosing a professional adviser? 

The purpose of preparing a guide for. in- 
dividuals in long-range financial planning has 
been achieved through an effective use of tables 
and illustrations. 

Coy N. LONDON 
Associate Professor of Accountina 
Arkansas State University 


FRED N. KERLINGER, Behavioral Research: 
A Conceptual Approach (Holt, Rinehart 
and Winston, 1979, pp. xvi, 336, $12.95). 


This text is the latest of several authored by 
Kerlinger which deal with behavioral research 
issues. As behavioral research grew in im- 
portance in accounting during the last decade, 
Kerlinger's Foundations of Behavioral Research 
(Holt, Rinehart and Winston, 1964 and 1973 
Qnd edition) became perhaps "the" text 
supporting many research efforts and utilized 
in many accounting doctoral seminars. Founda- 
tions thus provides a useful comparison work 
for the present text. In brief, Behavioral Re- 
search represents a much less thorough and 
rigorous treatment than Foundations. Yet the 
communication of research issues to accounting 
practitioners and early graduate students is a 
difficult problem. This text does help fill the 
void. 

Three chapters deal with the nature of science 
and scientific research; ten chapters deal with 
"the most important technical aspects" (p. viii); 
and three chapters deal with "controversial 
and misunderstood problems that cause con- 
siderable trouble for science and scientists" 
(p. ix). The coverage in these chapters is more 
elementary than Foundations, although in- 
creased emphasis is given to multivariate 
aspects of behavioral research. 

Although the text would make a useful 
supplemental text for introductory accounting 
research seminars, it does exhibit the peda- 
gogical weakness of no discussion questions, 
problems, or cases. This weakness is mitigated 
to some extent by the repeated use of selected 
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research studies obtained from education and 
behavioral science. As such, it provides a sound 
conceptual introduction to the behavioral 
research issues that are critical to understanding 
contemporary accounting research, 

THEODORE J. Моск 

Professor of Accounting 
University of Southern California 


PEAT, MARWICK, MITCHELL & Co., Finan- 
cial Assistance for Industry and Com- 
merce in The United Kingdom, Revised 
Edition (London: The Institute of Char- 
tered Accountants in England and Wales, 
1979, pp. 96, £3.95 paperback). 


: This book provides a brief guide to the various 
forms of government aid available to busi- 
nesses in the United Kingdom. The types of 
aid available for research and development 
projects, manufacturing and service businesses, 
personnel and training functions, marketing 
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projects, and distribution facilities are con- 
sidered. Locational and tax incentives and 
sources of financing are also treated. Infor- 
mation concerning the purpose and nature of, 
eligibility for, and terms and conditions related 
to each type of assistance is provided. General 
Observations and practical hints with respect to 
each category of aid are included. A cLapter 
of information required for financial assistance, 
and an appendix detailing proposed changes 
(announced in July, 1979) in various forms of 
aid, conclude the book. 

The usefulness of the book could have been 
improved had it discussed the availability of 
assistance to companies not headquartered 
in the United Kingdom. There could have been 
a more thorough job done of cross-referencing. 

The reference manual may be of some value 
to’ those concerned with the relationship of 
government and business. 

JAMES M. KRUEGER 
Assistant Professor of Accounting 
University of Missouri-St. Louis 


Books RECEIVED NOVEMBER 1, 1979 THROUGH JANUARY 31, 1980 


Abdel-khalik, A. Rashad and Bipin B. Ajinkya, 
Empirical Research in Accounting: А Meth- 
odological Viewpoint, American Accounting 
Association, Sarasota, Florida, 1979, pp. x, 

125. 

Ahman, Mary Ann and Robert I. Weil, Manag- 
ing your Accounting and Consulting Practice, 
Matthew Bender and Company, New York, 
1979, unpaginated. 

Albert, Kenneth J., Editor in Chief, Handbook of 
Business Problem Solving, McGraw-Hill Book 
Company, New York, 1980, pp. 841, $24.95. 

Arnstein, William E. and Frank Gilbert, Direct 
Costing, AMACOM, New York, 1980, pp. 260, 
$26.50. - 

Brennan, W. John, Editor, The Internationaliza- 
tion of the Accountancy Profession, The Cana- 
dian Institute of Chartered Accountants, 
"Toronto, Canada, 1979, pp. x, 172, $10.50. 

Bremser, Wayne G., Quality Control Systems in 
Accounting: A Guide to Implementation, 
Aspen Systems Corporation, Germantown, 
Maryland, 1979, pp. xiii, 267. 

Clayton, M. R., David Develin and J. К. Hinton, 
and Edited by T. R. Watts, Handbook on the 
EEC Fourth Directive: The Impact on Com- 


pany Accounts in the Nine Member Siates, 
The Institute of Chartered Accountants in 
England and Wales, London, 1979, pp. 158, 
£5.95. 

Coffman, Edward N., Editor, The Academy of 
Accounting Historians, Vol. П, Working 
Paper Series, The Academy of Accounting 

. Historians, Richmond, Virginia, 1979, pp. viii, 
388. 

Dyckman, Thomas R. and Robert J. Swieringa, 
Cases in Financial Accounting, Dame Publica- 
tions, Inc., Houston, Texas, 1980, pp. x, 322. 

Edelson, Charles B., William O. Green and Ann 
H. Green, Federal Income Tax 1980 Edition, 
Reston Publishing Company, Inc., Reston, 
Virginia, 1980, unpaginated. 

Everingham, G. K. and B. D. Hopkins, Gener- 
ally Accepted Accounting Practice: A South 
African Viewpoint, Juta and Company Ltd., 
Kenwyn, Republic of South Africa, 1979, pp. 
xi, 140, $10.50. 

Flesher, Dale L. and Tonya K. Flesher, Account- 
ing Principles for Midmanagement, Delmar 
Publishers, New York, 1980, pp. viii, 454. 

Gambino, Anthony J. and Morris Gartenberg, 
Industrial R&D Management, National As- 


Book Reviews 


sociation of Accountants, New York, 1979, 
pp. x, 134. 

Gambino, Anthony J., Planning and Control in 
Higher Education, National Association of 
Accountants, New York, 1979, pp. x, 115, 
$6.95. 

Gupton, James A., Jr., Getting Down to Business 
with your Microcomputer, Sourcebooks, 
Northridge, California, 1979, pp. ix, 245, 
$9.95. 

Hay, Leon E., Accounting for Governmental 

` and Nonprofit Entities, Sixth Edition, Richard 
D. Irwin, Inc., Homewood, Illinois, 1980, pp. 
xv, 762, $21.95. 

Herzlinger, Regina and Nancy M. Kane, А 
Managerial Analysis of Federal Income 
Redistribution Mechanisms: The Government 
as Factory, Insurance Company, and Bank, 
Ballinger Publishing Company, Cambridge, 
Massachusetts, 1979, pp. xvi, 183, $22.50. 

Keith, Lyman A., Accounting: A Management 
Perspective, Prentice-Hall, Inc., Englewood 
Cliffs, New Jersey, 1980, pp. xiii, 434, $17.95. 

Leslie, Donald A., Albert D. Teitlebaum and 
Rodney J. Anderson, Dollar-Unit Sampling: 
A Practical Guide for Auditors, Copp Clark 
Pitman, Toronto, 1979, pp. 409. 

Moore, Carl L., and Robert K. Jaedicke, Mara- 
gerial Accounting, Fifth Edition, South- 
Western Publishing Co., Cincinnati, Ohio, 
1980, pp. x, 560. 

Nickerson, Charles A., and Ingeborg A. Nicker- 
son, Statistical Analysis for Decision Making, 
PBI-Petrocelli Books, Inc., New York, 1978, 
pp. xi, 403, $20.00. 

Renshall, Michael, Richard Allan and Keith 
Nicholson, Added Value in External Financial 
Reporting: A Study of its Aims and Uses in the 
Context of General Purpose Financial Re- 
ports, The Institute of Chartered Accountants 
in England and Wales, London, 1978, pp. vi, 
116. 

Robinson, David F., Managing People: An Intro- 
duction for Accountants, The Institute of 
Chartered Accountants in England and Wales, 
London, 1978, pp. vii, 56. 

Rossell, James H. and William W. Frasure, and 

` Revised by Donald Н. Taylor, Managerial 
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Accounting: An Introduction, Third Edition, 
Charles E. Merrill Publishing Company, 
Columbus, Ohio, 1980, pp. x, 514. 

Salkever, David S. and Thomas W. Bice, Hos- 
pital Certificate-of-Need Controls: Impact and 
Investment, Costs and Use, American Enter- 
prise Institute for Public Policy Research, 
Washington, D.C., 1979, pp. 103. 

Sellin, Henry, Attorney's Handbook of Account- 
ing, Third Edition, Matthew Bender and 
Company, New York, 1979, unpaginated. 

Shohet, Jack and Richard Rikert, Editors, Ac- 
counting Trends and Techniques, Thirty-Third 
Edition, American Institute of Certified Public 
Accountants, New York, 1979, pp. vii, 398. 

Visse, Richard H., Glyn Hanbery and Grant C. 
Schafer, Elements of Income Tax 1980 
Edition, Goodyear Publishing Company, Inc., 
Santa Monica, California, 1979, unpaginated. 

Wanless, P. T. and D. A. R. Forrester, Editors, 
Readings in Inflation Accounting, John Wiley 
and Sons, Chichester, England, 1979, pp. 588. 

Ward, David J., and Alan C. J. Donaldson, 
Charter Taxation Guide: The Accountants’ 
CTT Handbook, The Institute of Chartered 
Accountants in England and Wales, London, 
1979, pp. xxi, 264. 

Weinstein, Stanley and Michael A. Walker, 
Editors, Annual Accounting Review, Volume 
I, Harwood Academic Publishers, New York, 
1979, pp. xiv, 265. 

Wilson, R. M. S., Management Controls and 
Marketing Planning, John Wiley and Sons, 
New York, 1979, pp. xvi, 224. 

Windal, Floyd W. and Robert N. Corley, The 
Accounting Professional: Ethics, Responsi- 
bility, and Liability, Prentice-Hall, Inc., 
Englewood Cliffs, New Jersey, 1980, pp. xiv, 
456. 

Woelfel, Charles J., An Introduction to Financial 
Accounting, Goodyear Publishing Company, 
Inc., Santa Monica, California, 1980, pp. х, 
- 662. 

Wright, E. Kenneth, Third Edition, Revised by 
A. B. Tappin, Financial Planning for Clients, 
The Institute of Chartered Accountants in 
England and Wales, London, 1979, pp. 72, 
£3.95. 
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JULY, 1980 PLACEMENT INFORMATION SECTION 


The deadline for information to be included in the “Placement Information" section is 
two months prior to the date of publication; i.e., February 1, May 1, August 1, ana 
November 1. Placement advertising and replies should be sent to the American Ac- 
counting Association, 5717 Bessie Drive, Sarasota, FL 33583. All replies to box 
numbers should be on separate sheets to facilitate forwarding. There is no charge for 
this service to AAA members and associate members seeking employment. Others 
will be charged a fee of $100 per insertion. Ads should not exceed 100 words. 


#301 PORTLAND STATE UNIVERSITY located in Portland, Oregon, invites applications for perma- 
ment appointments in accounting. Available positions are at the Assistant and Associate level, 
Applicants should possess a doctoral degree in accounting although candidates at an advanced 
dissertation stage will also be considered. Performance evaluation at PSU is based upon a judicious 
blend of effective classroom teaching, research and publication, and university and community 
service. The standard teaching load is 9 quarter hours. Programs are offered at both the under- 
gráduate and graduate levels. The department enjoys a very close relationship with the professional 
accounting community in the state. Vita should be directed to Dr. Michael R. Gaines, Head, 
Department of Accounting, Portland State University, Portland, Oregon 97207. PSU is an equal 
opportunity affirmative action employer. All interested persons are encouraged to apply. 


BOSTON UNIVERSITY, AACSB-accredited, Department of Accounting, seeks full-time faculty 
members at all ranks. Candidates should possess doctorate, or be very near completion of doctoral 
program requirements. Distinctive features of this exceilent opportunity for professional growth 
include B.S., M.B.A., D.B.A. and Executive Education programs; departmental research grants, 
IBM System 370/158; Compustat tapes; and liberal travel support. Candidates should be strongly 
committed to teaching, research and institutional service. Contact Dr. Philip E. Meyer, Chairman, 
Department of Accounting, Boston University, 212 Bay State Road, Boston, MA 02215. Boston 
University is an Equal Opportunity/Affirmative Action Employer. 


THE SCHOOL OF ACCOUNTING, Oklahoma State University, has three faculty vacancies at 
the assistant professor rank. Appointments will be effective Fall 1980. Candidates should have the 
Ph.D. or DBA, and CMA or CPA, strong quantitative research tools, an interest in research and 
writing, and be an effective classroom teacher. Oklahoma State University is an Equal Employment 
Opportunity/Affirmative Action Employer. Please send resumé to Wilton T. Anderson, School of 
Accounting, College of Business Administration, Oklahoma State University, Stillwater, OK 74078. 


CLARKSON COLLEGE is seeking faculty members in Accounting. Teaching opportunities within 
our undergraduate, MBA and MS programs are available in all specialties. Earned doctorate and 
CPA or CMA are preferred, but ABDs will be considered. Salary and rank will be commensurate 
with qualifications and experience. Clarkson College is an equal opportunity/affirmative action 
employer. All qualified candidates, including retired persons seeking one or more semesters of 
teaching, are encouraged to apply. Please send vita to Professor Clifford D. Brown, Area of Ac- 
counting, School of Management, Clarkson College of Technology, Potsdam, New York 13676, 


THE DEPARTMENT OF ACCOUNTING, The University of Akron is seeking candidates for 
the headship position beginning July 1 or September 1, 1981. Qualified applicants should possess 
an earned Ph.D. or ОВА; professional certification is desirable. Applicants should currently be 
associate or full professors. Dedication to teaching excellence, research, and professional activities 
are important. Rank for this position is open to negotiation and salary is competitive. In addition 
to the baccalaureate degree, the Department offers the MBA, MS in Accounting, and the Master 
of Taxation programs. Both undergraduate and graduate programs are AACSB accredited. Send 
resumés to Dr. Orville Keister, Chairman, Search Committee, Department of Accounting, The 
University of Akron, Akron, Ohio 44325 before October 1, 1980. An equal opportunity/affirmative 
action employer. 


VILLANOVA UNIVERSITY, accounting faculty, applicants are invited for Accounting faculty 
positions for appointments beginning September 1980 and 1981. Ph.D. (Acctg) preferred; MBA/ 
CPA with progress toward Ph.D. considered. Research/teaching experience desirable. AACSB 
accredited. Department has 15 F/T faculty and 800+ majors. Rank and salary will be commensurate 
with academic background, experience and ability. Send Resumés to: Daniel J. O'Mara, Chairman, 
Villanova University, College of Commerce and Finance, Accounting Department, Villanova, PA 
19085. Villanova is an Equal Opportunity/Affirmative Action Employer. 





Ph.D. IN ACCOUNTING and CPA with teaching and practical experiences and publications 
wants a faculty position. Please send an information brochure describing the area, the university, 
theschoolof business, and the accounting department. 


DBA, CMA-CPA. Seeking Associate Professorship, Summer/Fall 1981. Eastern U. S. Over eight 
years teaching experience. Excellent classroom reputation. Numerous publications. Primary areas 
of interest: Auditing, Managerial. 


Ph.D. CANDIDATE currently at dissertation stage seeks position to begin Fall 1981 in a school 
with doctoral program and situated in the northeast, north-central, or midwest region. Has strong 
interest in research and writing. Background includes various professional certifications, Big- 
Eight auditing. non-profit managerial accounting, and full-time teaching experience. Numerous 
honors, awards, and academic/professional services. Presented papers at various meetings and 
published sevezal articles. Research and teaching interests include planning and control, auditing, 
systems, and managerial accounting. Expects to be at Boston meeting. Please rzply enclosing catalog 
and other information about school. 


LARGE-LECTURE, FINANCIAL ACCOUNTING Specialist, Ph.D., Assistant Professor with 
research publications currently at a major midwestern university desires to continue involvement 
with a large-lecture, introductory financial accounting course as an Associate Professor at another 
major university. Research interests involve empirically testible financial accounting issues. 
Available Summer 1981. 


СРА California Community College credentials, state tax audit background, seeks part time or 
substitute teaching position in Los Angeles area. 


CALIFORNIA STATE POLYTECHNIC UNIVERSITY, POMONA is seeking applicants for 


faculty positions leading to tenure, or for temporary positions as Visiting Professors or full-time 
lecturers. Fields of interest may include Financial Accounting, Managerial Accounting, Auditing 
and Taxation. Earned doctorate and CPA, CMA or CIA are preferred, but ABD's will be con- 
sidered. Salary and rank will be commensurate with qualifications and experience. Cal Poly, 
Pomona is an Equal Opportunity/Affirmative Action employer. Send resumé to Dr. Morcos F. 
Massoud, Chairman, Accounting Department, School of Business Administration, California 
State Polytechnic University Pomona, 3801 West Temple Avenue, Pomona, CA 91768 or see Dr. 
Donald Е. Pucnam at the AAA National meeting in Boston. 


ACCOUNTING FACULTY POSITION—Fall Semester 1980. Assistant, Associate or Professor 
of Accounting depending on amount of education and experience. Salary competitive. This insti- 
tution is an Equal Opportunity Employer. Send resumé to Director, School of Accountancy, 
Mississippi State University, Drawer EF, Mississippi State, Mississippi, 39762. 


DEPARTMENT OF ACCOUNTING of East Carolina University 15 seeking qualified candidates 
for chairperson. Candidates must possess an earned doctorate with major or concentration in 
accounting ard have a record of recent scholarly publications. Professional certification is highly 
desirable. The School of Business has AACSB accreditation at both the graduate and undergraduate 
levels. The position will be available August 25, 1980, with salary commensurate with qualifications 
and experience. Send applications to: Dr. Philip C. Cheng, Chairman of Search Committee, School 
of Business, East Carolina University, Greenville, North Carolina 27834. Deadline for receipt of 
applications is July 11, 1980. East Carolina University, a constituent institution of the University 
of North Carolina System, is an equal opportunity/affirmative action employer. 


CHAIRPERSON AND FACULTY — Eastern Illinois University. Chairperson is academic leader 
of 21 professionals in accounting, data processing, and finance. Doctorate and certification with 
five years experience required. Faculty in accounting need doctorate or ABD with certification. 
Teaching assignment flexible. Salary and rank will be competitive and commensurate with qualifica- 
tions and experience. Send application materials to Ted Ivarie, Dean, School of Business, Eastern 
Illinois University, Charleston, Illinois 61920. Call (217) 581-3526. 





#316 ACCOUNTING FACULTY POSITIONS available Sept. 1980. The College of Business Adminis- 
tration of Fairleigh Dickinson University is committed to seek AACSB and anticipates a number 
of openings in the accounting dept. Ph.D., DBA, or ABD in field required plus the ability to teach 
on undergraduate and graduate level. Salary very competitive; faculty rank commensurate with 
background. Submit resumé & supporting credentials to: A. Mailander, Fairleigh Dickinson 
University, 1000 River Road, Teaneck, N.J. 07666. An equal opportunity/affirmative action 
employer, M/F. 


DREXEL UNIVERSITY invites applications for faculty positions from persons with research and 
teaching interests in the area of managerial accounting. Appointment will be made at the rank of 
assistant or associate professor, depending upon the qualifications and experience of the successful 
candidates. Applicants should anticipate teaching at both the undergraduate and graduate levels— 
including participation in a newly launched doctoral program in accounting. Inquires and resumés 
should be directed to Dr. C. A. Srinivasan, Department of Accounting, Drexel University. Phila- 
delphia, Pennsylvania 19104. Drexel University is an affirmative action, equal opportunity em- 
ployer. ! 


UNIVERSITY OF OTTAWA/Université d'Ottawa: bilingual university situated in the centre of 
Canada's capital, invites applicants for faculty positions in accounting. Tenure-track appointments 
require Ph.D. degree in hand or near completion. Rank and salary, open to negotiation, depend on 
experience and research. Applicants should have a strong commitment to teaching and an interest 
in conducting research. All courses at both the undergraduate and graduate levels are offered in 
English and French. Send résumés to: Dr. Eric P. Lande, Coordinator of Accounting Area, Faculty 
of Administration, University of Ottawa, 115 Wilbrod Street, Ottawa, Ontario, Canada, KIN 9В5. 


#319 ‘ACCOUNTING. Permanent positions beginning September, 1980, at the assistant, associate, or 
full professor rank. DBA or Ph.D. preferred; consideration will be given to candidates with the 
MBA plus CPA who will actively pursue the doctorate. BBA, MBA, and MS in accounting pro- 
grams. Fine physical facilities and excellent faculty fringe benefits. Duties include teaching at the 
undergraduate and graduate levels. Salary range: $14,000-23,000. Rank is dependent upon edu- 
cation and experience. Interested applicants should forward a complete vita to: Robert F. Godfrey, 
Department of Accounting, Marshall University, Huntington, W.Va. 25701 by May 23, 1980. The 
College of Business reserves the right to continue to process applications and nominations until 
the positions are filled. An Equal Opportunity Employer. 


UNIVERSITY OF MASSACHUSETTS/Amherst has openings for Accounting faculty at As- 
sistant and Associate levels for Fall 1981. Persons with research and teaching interests in systems, 
taxation, and financial accounting are needed. A Ph.D. is required. Potential for quality research 
and teaching are important considerations. The School has the following programs: undergraduate, 
one and two year M.S./Accounting, MBA, and Ph.D. The University of Massachusetts at Amherst 
is an affirmative action/equal opportunity employer. Women and minorities are encouraged to 
apply. Send current vita to Richard H. Simpson, Acting Chairman, Accounting Department, Uni- 
versity of Massachusetts, Amherst, MA 01003. 


AUSTRALIA, THE UNIVERSITY OF WOLLONGONG, Department of Accountancy— 
Senior Lecturer or Lecturer. Appointment may be tenurable or for a term of 2, 3 or 4 years. Fares 
and a relocation allowance are paid. A strong 2nd degree and relevant experience required in areas 
of Financial Accounting, Management Accounting, Auditing, Business Finance, Information 
Systems, Taxation, Government Accounting, Industrial and Commercial Law, or Management 
studies particularly marketing. Salary ranges Senior Lecturer $A22,842-$A26,623; Lecturer 
$A17,024-$A22,364. Applications/Enquiries to: Bursar, The University of Wollongong, Box 1144, 
Р.О. Wollongong, N.S.W. 2500, AUSTRALIA. Closing date: August 15, 1980. 


UNIVERSITY OF CALIFORNIA (LOS ANGELES). Applications are invited for a junior faculty 
position in accounting for an appointment beginning on July 1, 1981. A PhD degree is required 
(a CPA certificate is desirable) and the candidate must exhibit capability in research. Resumés 
should be sent to John W. Buckley, Accounting Recruiting Coordinator, Graduate School of 
Management, University of California, Los Angeles, CA 90024. Tel. (213) 825-3245. UCLA is an 
equal opportunity, affirmative action employer. 





UNIVERSITY OF CALIFORNIA (LOS ANGELES). Applications are invited for a senior faculty 
position in azcounting at the associate or full professor level for an appointment beginning on 
July 1, 1981. А PhD degree is required (a CPA certificate is desirable) and the candidate must have 
an established record of outstanding research contributions in the leading academic journals, with 
an emphasis on theoretical/empirical research in accounting and finance. Resumés should be sent 
to John W. Buckley, Accounting Recruiting Coordinator, Graduate School of Management, Uni- 
versity of California, Los Angeles, CA 90024. Tel. (213) 825-3245. UCLA is an equal opportunity, 
affirmative action employer. 


THE DUBOIS CAMPUS, Pennsylvania State University, located 68 miles northwest of the 
University Park Campus is seeking an Accounting Instructor. Masters required, CPA desirable. 
Send resumé to Dr. John Furlow, Associate Director for Academic Affairs, DuBois Campus, The 
Pennsylvania State University, DuBois, PA 15801. The Pennsylvania State University is an Affirma- 
tive Action Equal Opportunity Employer. 


CLEMSON UNIVERSITY is seeking to fill the position of Dean of the College of Industrial 
Management and Textile Science. Clemson is the land grant university of South Carolina and has 
over 11,500 students. The College of IM & TS has over 2,300 undergraduate and graduate students 
in its departments of Accounting and Finance, Economics, Industrial Management, and Textile 
Science. Nominations should be submitted by August 1, 1980; applications by September 1, 1980. 
The position should be filled no later than July 1, 1981. Send nominations and applications to 
Dr. Hugh Macaulay, College of IM & TS, Clemson University, Clemson, SC 29631. 


VISITING PROFESSOR—CALIFORNIA. The Department of Accounting at California State 
Polytechnic University, Pomona has a Visiting Professor position available September 1, 1980 or 
after, for one year in the area of Financial Accounting. Salary dependent upon qualifications and 
experience. Salary competitive with current market. Candidates must have an appropriate doctoral 
degree in Accounting. CPA, CMA or CIA certification desirable, but not required. Please send 
resumé to: Dr. Morcos F. Massoud, Chairman, Accounting Department, California State Poly- 
technic University, Pomona, 3801 West Temple Avenue, Pomona, CA 91768 or see Dr. Donald F. 


Putnam at the AAA National Meeting in Boston. 


AGE 36, CPA, Ph.D from Ivy league university, numerous articles and books, very active in AAA 
and'other p-ofessional organizations, proud of teaching ability; desire senior faculty position with 
6- or 9-hour teaching load, school must have a BS in nursing program or be near one so that wife 
can persue ber educational objectives. 


CALIFORNIA STATE COLLEGE, STANISLAUS, needs faculty in Accounting, Finance, and 
other business disciplines effective September 1, 1980, or later. Rank and salary open, depending on 
qualifications. Graduate and undergraduate program development opportunities. Teaching ex- 
cellence stressed ; scholarship and professional activity encouraged. Recently constructed facilities, 
spacious grounds. 4-1-4 calendar eliminates disadvantages of semester and quarter systems. Two- 
hour drive :o San Francisco/High Sierras. Earned doctorate preferred; candidates nearing com- 
pletion seriously considered. CPA and/or CMA desirable for positions in Accounting. Stanislaus 
is an Affirmative Action/Equal Opportunity/Title IX/ and Section 504 employer. Please contact 
Dr. H. B. Kirshen, Chair, Division of Business Administration, California State College, Stanislaus, 
Turlock, CA 95380, (209) 633-2287. 





This book can mean the difference between passing and failing your CPA exam! 


Tax Questions 
nd Answers: 


A Tax Review Handbook for CPA Candidates, Tax Practitioners, Students and Taxpayers, 
by Israel Blumenfrucht and Jerold M. Weiss. 


Taxes represent 20% of every Practice Section of the CPA- exam. 
TAX QUESTIONS AND ANSWERS gives instant, fingertip; up- 
to-the-minute answers to all types of tax questions. Over 200 CPA 
problems taken from actual exams, 1973 to 1979. are solved in 
accordance with the present tax laws; Complete, easy-to-follow 
analysis of these tough. probing questions plus valuable tips on how 
to successfully prepare for and take the CPA exam. All problems 
` and solutions are categorized by topic. 
‚А must for every serious CPA candidate. 
An ideal book for sélf study ora supplement toa formal CPAr review 
course. An excellent refresher for practicing accountants and audi- 
tors as well as a handy review for tax practitioners and even tax- 
payers. : 
Don't delay. At your bookstore ог order direct today- 


PRENTICE-HALL, INC. 
Attention: Dean Karrel 

Dept. Spectrum 

Englewood Cliffs, New Jersey 07632 


Please send me copy (ies) of TAX QUESTIONS AND ANSWERS 
Ge $9.95 each. Enclosed is my check C] or money order 7 


Name 

Address 

City 

State Zip 


Please add sales tax where applicable. Prentice-Hall sill рау all shipping 
«nd handling costs. 


Newly published in the University of Florida Accounting Series... 


No. 10 
Disclosure Criteria and Segment Reporting 
Russell M. Barefield and 
Gary L. Holstrum, editors 


Proceedings of a conference sponsored by the Ac- 
counting Research Center and the Public Policy 
Research Center, College of Business Administra-, 
tion, University of Florida. Articles by— — 


Harvey Kapnick Arthur Andersen & Co. 
William F. Long Federal Trade Commission 
Howard Siers E. I. Dupont de Nemours 
Robert Lanzillotti University of Florida 

. John К, Twombly , Northwestern University 
' Sanford V. Berg ` University of Florida 
Charles L. McDonald Ernst & Ernst 
William G. May Ernst & Ernst 
S. Scott Nicholls, Jr. Fourteen Research Corp. 
Daniel Collins Michigan State University 
Richard Simónds . University of Florida 
John S. Hughes Duke University 
Eugene E. Comiskey Purdue University 


Discussions and debates over disclosure criteria, fo- 
cusing strongly on segment reporting. Opposing 
views are here presented. 

$6.00 


Paperback 176 рр. 


Florida orders add 4 percent. “ие 
Postage and handling 50 cents per СОРУ: 


No, 11 


Government Regulation of Accounting 
and Information 
A. Rashad Abdel-kbalik, editor 


Papers and discussions from a conference held.by 
the School of Accounting, University of Florida 
(Gainesville), March 1979. Articles by ~ 
Rogene Buchholz 
John C. Burton 
Robert Elliott 

and Walter Schuetze n 
Homer Kripke New York University 
Wanda Wallace . University of Rochester 


Each article was critically discussed by two or 
three discussants, who came from the top ranks of 
practitioners and academia. A synthesis by 
Nicholas Dopuch (University of Chicago) con- 
cluded the conference. 

The articles and the discussions focused on such 
issues as the cost of federal paperwork, the man- 
dating of accounting regulations, the role of the 
SEC in regulating accounting, and the adequacy of 
market forces to deal with matters that give rise to 
regulation. 
Paperback 


Washington University 
i Columbia University 
Peat Marwick Mitchell & Co. 


320 pages $10.00 


lable by mail from UNIVERSITY PRESSES OF FLORIDA 
15 Northwest 15th Street / Gainesville Florida 32603 





Ten Good Reasons Why CCH's 
NEW 1981 FEDERAL TAX COURSE Is 
Today's Most Teachable Tax Text 


Each annual edition of CCH's 
1 a Course is revised throughout, to 6 
reflect latest tax changes right down to 
press time. | 


Hundreds of examples clearly 
a illustrate complex tax situations. 


A special chapter, "Finding the 
a Answers to Federal Tax Ques- 
tions," shows students how to solve 


2 it analyzes income tax rules in 
research problems. 


a light of accounting principles with 
special attention given to accounting 
angles involved in tax decisions. 

In addition to hun- 


3. dreds of "work-and- 
learn" tax problems, the f} 
CCH Course provides Fi 
special comprehensive 14 
Review Problems to help {3 
test student understanding 
of subject matter from 
preceding chapters. 


8 Three special tax books with 
a filled-in and blank facsimile forms 
demonstrate the prepara- 
tion of various income tax 
return forms and permit 
practice preparation by 
students. 










FEDERAL TAX 9 A helpful dn- 
COURSE = Structor's Guide 
eases Course prepara- 
tion with time-and-work- 
saving course outlines 
and lecture notes, an- 
swers to text problems, 
plus special examination 
questions with solutions. 


Throughout, a boxed MN 
4. feature spotlights § 
theories and concepts of § 
tax law rather than just $$ 





return-making aspects. 





Theoretical and practical, the 
в ССН Course tells your students 
why whenever it shows them how. 


1 0 CCH's Tax Course has been 

в teacher-tested for effective use 
and is currently being used in hundreds 
of schools across the country. 


Over 1,400 Pages * 6" x 9" • Special Student Price on Quantity Adoption 
Includes Three Supplemental Forms and Problems Booklets : 
Published Annually in June or July • А CCH Editorial Staff Publication 


Teachers! Send for Your Free Examination Copy Todayl 
COMMERCE. CLEARING. HOUSE,.INC.. 


ANAT AARNE ARRAN ОМА 
PUBLISHERS ef TOPICAL LAW REPORTS 


4025 W. PETERSON AVE., CHICAGO, ILLINOIS 60646 





Now that 


Kieso & 


Weygandt’s 
INTERMEDIATE 


ACCOUNTING, 3rd Ed. 


has become your 
overwhelming 


choice in an 
intermediate 
textbook... 


look to WILEYS 
quality list for 
your other 
textbook needs. 





Ronald M. Copeland, 
University of South Carolina, 


Paul E. Dascher, 


Drexel University, & 


Dale L. Davison, . 
Arizona State TONES) 
FINANCIAL 
ACCOUNTING 





To Request 
Complimentary Copies, 
write to Dennis Sawicki, 

Dept. 1-7749. 


Please include course name, 
enrollment, and title of present text. 









Irvin N. Gleim, 
School of Accounting, University of Florida, & 
Patrick R. Delaney, 


Northern Illinois University 


CPA EXAMINATION 


REVIEW, 7th Ed. 
Volume 1: Outlines & Study Guides 
Volume 2: Problems & Solutions 


JOHN WILEY & SONS, Inc. 
605 Third Avenue 


New York, N.Y. 10016 
In Canada: 
22 Worcester Road, Rexdale, Ontario 


Pres subject со change without notice, ; 4-7749 








John W. Buckley, 
University of California, Los Angeles, 


Marlene H. Buckley, 


Loyola Marymount University, & 
Thomas Plank, 


California State Polytechnic University, Pomona 


SEC ACCOUNTING 


Mark Simpkin & 
Stephen Moscove, 
both of University of Hawaii 
ACCOUNTING 
INFORMATION SYSTEMS 


Concepts and Practice for Effective 
Decision Making 


Dan Guy, 


University of Texas at Austin 


AN INTRODUCTION TO 
STATISTICAL SAMPLING IN 
AUDITING 


НВ] has the answers | 
to your accounting problems 


Statistical Auditing 


Review, Concepts, and Problems 


ANDREW D. BAILEY, Jr., Purdue University 


Paperbound. 350 pages (probable) 
Publication: March 1981 
Solutions Manual 


Accounting Theory 

A Reader — 

ROBERT BLOOM, 

College of William and Mary - 

PIETER ELGERS, 

University of Massachusetts, Amherst 
320 pages (probable) 

Publication: January 1981 _ 


Accounting Theory 

` AHMED BELKAOUI, 
University of Illinois at Chicago Circle 
Paperbound. 288 pages (probable) 
Publication: January 1981 


Advanced Accounting 
ARNOLD J. PAHLER, 

and JOSEPH E. MORI, 

San José State University 

864 pages (probable) 
Publication: January 1981 
Solutions Manual, Test Booklet 


An Introduction to Taxation 
1981 Edition : 

RAY M. SOMMERFELD, 

University of Texas, Austin ` 
HERSHEL M. ANDERSON and 
HORACE R. BROCK, 

North Texas State University 

650 pages (probable) 

Publication: July 1980 

Instructors Manual, Semiannual Alert, Tax 
Forms, Transparencies, Slides 





An Introduction to Taxation 
Advanced Topics 

RAY M. SOMMERFELD and ANNA FOWLER 
University of Texas, Austin 

HERSHEL M. ANDERSON arid 

HORACE R. BROCK, North Texas State University 
RICHARD BOLEY and JAMES WHEELER, 
University of Michigan 

MICHAEL MOORE, 

The University of Southern California — . 
SYIVIA MADEO, 
Washington University, Saint Louis 


JOHN KRAMER and SANDRA KRAMER, 


University of Florida 

JAMES BOYD, 

Arizona State University 

FRED STREULING, 

Brigham Young University 

676 pages (probable) 
Prepublication examination copies 
available: October 1980 
Publication: January 1981 
Instructor's Manual 


Don't miss the HBJ exhibit at the 
AAA national meeting in Boston this August! 
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HARCOURT BRACE JOVANOVICH, INC. 


-_ New York * San Diego * Chicago * San Francisco • Atlanta 


For Today’ S Accounting Student... 


FINANCIAL ACCOUNTING Revised Edition 
James J. Benjamin; Texas A & M University : 
Arthur J. Francia, University of Houston 
Robert H. Strawser, University of Houston 


MANAGERIAL ACCOUNTING 
Arthur J. Francia, University of Houston 
Robert H. Strawser, University of Houston 


- READINGS AND CASES IN AUDITING 
Thomas Hubbard, University of Nebraska 
David J. Ellison, Kansas State University 
Robert Н. Strawser, University of Houston 7 | 


PRACTICE PROBLEM I For Use With Intermediate e Accounting 
James J. Benjamin and 
Stanley Н. Kratchman, Texas А & M University 


PRACTICE PROBLEM Il For Use With Intermediate Accounting 
James J. Benjamin and | 
Stanley Н. Kratchman, Texas A & M University 


CASE PROBLEMS IN FINANCIAL ACCOUNTING © 
Thomas R. Dyckman and 
Robert J. Swieringa, Cornell University 


CURRENT COST ACCOUNTING: Identifying the Issues 
A Book of Readings (2nd Edition) Edited by 
G. W. Dean and 
M. C. Wells, University of Sydney 


For Professional Development and MBA Programs... 


THE EXECUTIVES GUIDE TO MANAGEMENT ACCOUNTING 

AND CONTROL SYSTEMS. ` 
William Rotch, Brandt R. Allen, C. Ray Smith 
All of the Colgate Darden Graduate School of Business Administration, 
University of Virginia Е 


Examination copies are avallable on request by writing to... 


dame publications, inc. 


P. O. Box 35556 Houston, Texas 77035 





Addison-Wesley Can Help You 
Keep Pace With The Changes | 
In Today's Accounting. 


‘Accounting has undergone revolutionary changes in the last 
decade. New information technologies, new quantitative methods 
for solving problems, and new contributions from the behavioral 
sciences have added to its development. - 

The speed with which these changes have taken place has made 
it difficult for teachers and students, and for managers and accoun- 
tants themselves, to keep their knowledge up-to-date. That's why 
Addison-Wesley created the Paperback Series in Accounting. 

Each book in the Series provides comprehensive coverage of a 
new subject which has not been widely treated in available text- 
books. Each book has been carefully researched and written by an 
outstanding scholar. Each book is brought to you in an economical 
format. These books are the ideal way for you to keep pace with 
new deveiapments in a fast-changing field: ` 


Addison-Wesley’s Paperback Series in Accounting 
Advisory Editor— William J. Bruns, Harvard University — 


The Conceptual Foundations of Management Accounting 
Ahmed Belkaoui, University of Ottawa (00097) $4.95 


Management Accounting and Behavioral Analysis, Second Edition 
Edwin H. Caplan, University of New Mexico (00952) $4.95 


' Information Analysis, Second Edition Joel S. Demski, Stanford 
University (01231) $4.95 


Comparative Accounting Theory, Second Edition Daniel McDonald, 
Simon Fraser University, and Richard Mattesich, University of 
British Columbia (04540) $4.95 - 


Accounting Policy: Impact on Corporate Management 
Lauren K. Newton, UCLA (05291) $4.95 

Matrix Methods in Accounting: An Introduction John K. Shank, 
Ohio State University (07503) $4.95 


For complimentary examination copies, write to Bill Hamilton, 
Senior Editor. Please state course, enrollment, and text now in use. 








A 
vv 
Business and Professional Division 
Addison-Wesley Publishing Company 
Reading, Massachusetts 01867 


- - DPE : " 
No Deductions . 
| This practical text is a complete 
introduction to the world of taxation— 
EVERYTHING IS THERE? 




























































INTRODUCTION TO FEDERAL 
TAXATION, 1981 Edition 


William L. Raby, Touche Ross & Company 
Victor Н. Tidwell, Arizona State University - 
This is the one text that really cuts through the red tape and presents 
students with a practical, interesting approach to the many facets.of 
taxation. Students are exposed to a. broad range of federal taxation ` 
realities, with strong emphasis on planning and how taxes interrelate 

. with daily life situations that the reader can readily appreciate and 
understand. ~ : 
Following an introduction to some of the fundamental taxation rules, ` 

- the text stresses the interaction of personal and business financial 
decisions with the federal tax results. In order to examine almost all tax 
situations affecting the average taxpayer/ businessperson, the text : 
employs a hypothetical figure who works, lives, pays taxes and makes 
decisions that have direct bearing on his tax liability. Use of this figure 
makes it easier and more interesting for students to grasp the main 
content of the text, and helps to reinforce key tax principles. ; 
Raby and Tidwell have done a superb job of bringing their own wealth: 
of experience to this new text. The result is a book filled with “real life” 

: еш and situations, instead of а dry compilation of tax rules. 
These rules, which are constantly being altered by Congress, are given ` 
as a means to an end, not as an end themselves. 

To enliven class discussion, an incisive, pertinent cartoon opens each 
chapter, and boxed “Тах Planning Tips” highlight covered material. 
Chapter-end problems are designed to give students tangible evidence 
of the effects of personal and business decisions on the tax impact and 
to show the importance of tax planning. Also utilizes many graphs and 
drawings throughout. Ideal for future accountants, future tax con- 
'sultants — AND IMPORTANTLY — for all future taxpayers. : : 
1980 ` 640 pp.. (est.) Cloth 


For further information, or to order or reserve examination 
copies, please write: Robert Jordan, Dept. J-648, Prentice-Hall, 
Inc., Englewood Cliffs, NJ 07632 

For “SUPER-QUICK” service dial TOLL FREE (800) 526- 
0485", between 9:00 a.m.-4:30 p.m. EST, Mon.-Fri. 


"пої applicable i in New Jersey, Alaska, Hawaii or Puerto Rico. 


Prentice-Hall 





J. AMERICAN ACCOUNTING - 
~ ASSOCIATION 1980-81 - 
FELLOWSHIP WINNERS - 


*Matthew J. Anderson 
Lane A. Daley 
Stanley W. Davis 
John E. Delaney 
Timothy S. Doupnik 
Carol Ellen Egar 
Virginia C. Erdwien 
Michael Lloyd Ettredge 

* James S. Groff 
Prem C. Jaim 

*Linda Smith Kiphen 
Julia Halcomb Magann 
Sue H. McKinley 

- Valerie C. Milliron 
Dana Smith Morgan 
Charles W. Mulford, Jr. 
Thomas W. Oliver ` 

*Marsha Bell Puro 
John Charles Robison: 
Edmund Arthur Scribner 
Craig Douglas Shoulders 
Robert L. Simons 
R. P. Srivastava 
Paul Steinbart 

.*Jan Stoeckenius 

*Joel Edward Thompson : 
Patrick J. Wilkie 
Peter R. Wilsor 
Giles C. Wooding - 


*Winner 1979—80 (Last Year) 


4 


Michigan State University 
University of Washington 


Pennsylvania State University 


University of Texas-Austin 
University of Illinois 


. University of Minnesota 


University of Kansas 
University of Texas-Austin 
University of lowa, 
University of Rochester 
Ohio State University 
University of South Carolina 
University of Georgia 
University of Southern California | 
University of Michigan 
Florida State University 
University of Massachusetts 
Washington University-St. Louis — 
University of Arizona 
Oklahoma State University 
Texas Tech University 

McGill University- Canada 
University of Oklahoma 
Stanford University ^ 
Southern Illinois University 
Michigan State University 
University of Michigan 
University of North Carolina 
George Washington University 


í 
+ 





NEW NON-CREDIT COURSES 
| СОЕ | 
INTEREST TO ACCOUNTANTS 


Basics of Petroleum Engineering for Non-Technical Personnel 
— Friday and Saturday, August 22-23, 1980 


Solar Tax Credit Seminar 
— Saturday, January 17, 1981 


For further information, please call (213) 743-6708. 


University of Southern California . 
Continuing Engineering Education 
Powell Hall 216, University Park 
Los Angeles, California 90007 


Kighty-eight International 
Accounting Problems 


Bv GEORGE M. SCOTT 


Eighty-eight International Accounting Problems In Rank Order of Importance—A 
DELPHI Evaluation is an analysis of the collective opinions of 41 experts from 14 
countries on International Accounting. These experts ranked the 88 International 
Accounting problems they identified in terms of the problems' relative importance 
and offered suggestions about research and other approaches that can be useful in 
dealing with the problems. Their opinions are 'summarized into overall importance 
· rankings.and these summarized opinions are analyzed in this valuable research study. 


Never before has a systematic analysis of the entire international accounting area 
been undertaken. The study not only. provides important broad insights into and 
perspectives about international accounting, it also contains a welath of detailed in- ` 
formation. It is a “must” for academic researchers, policy-makers, and agency and 
corporate officials concerned with international accounting standards, currency 
translation, international financial control, international taxation, or international 
auditing, or with a variety of other aspects of international operations. 


Free to members of the International Section of the AAA upon request. 
Price to others: $5.00 | 





American Accounting Association 


PAUL L. GERHARDT, Administrative Secretary 
5717 BESSIE DRIVE, SARASOTA, FLORIDA 33583 


Publications 


` (Monographs— Nos. 1, 2, 4, 5, and 7 are out of stock.) 


Monograph-No. 3, AN INTRODUCTION TO COR- 
PORATE ACCOUNTING STANDARDS BY W. A. 
Paton and A. C. Littleton, 156 рареѕ............ 
Monograph-No. 5, STRUCTURE OF ACCOUNT- 
ING THEORY by A. C. Littleton, 234 pages....... 
Monograph-No. 6, THE PHILOSOPHY OF AUDIT- 
ING by R. K. Mautz and Hussein A. Sharaf, 248 pages 
PRICE LEVEL CHANGES AND FINANCIAL 
STATEMENTS, CASE STUDIES OF FOUR COM- 
PANIES by Ralph C. Jones, 179 pages... ......... 
PRICE LEVEL CHANGES AND FINANCIAL 
STATEMENTS, BASIC CONCEPTS AND METH- 
ODS, by Perry Mason, 32 рареѕ.................. 
EFFECTS OF PRICE LEVEL CHANGES ON 
BUSINESS INCOME, CAPITAL AND TAXES, by 
Ralph C. Jones, 199 рареѕ....................... 
Booklet-ACCOUNTING АМО REPORTING 
STANDARDS FOR .CORPORATE FINANCIAL 
STATEMENTS AND PRECEDING STATE- 
MENTS AND SUPPLEMENTS, 64 pages......... 
THE ACCOUNTING КЕМІЕМ,................ 
All issues of this quarterly journal for the years 1976 
through 1979 are available, with the exception of the 
April, 1977, issue. Ап annual index is bound in the 
October issue for each year. 

Issues prior to January, 1976 must be ordered from: 
Kraus Reprint Corp.—16 E. 46th St., New York, NY 
10017 
A STATEMENT OF BASIC ACCOUNTING THE- 
ORY by The Committee to Prepare a Statement of 
Basic Accounting Theory, 100 рареѕ............... 
STATEMENT ON ACCOUNTING THEORY AND 
THEORY ACCEPTANCE, by The Committee on 
Concepts and Standards for External Financial Re- 
ports; Ol pages. ovv tek iee te euenire ee 


A STATEMENT OF ACCOUNTING PRINCI-: 


PLES, by Sanders, Hatfield, and Moore, 138 pages.. 

TAX PLANNING FOR EDUCATORS by the Com- 
mittee on Tax Information (1978), 96 pages. .. .. .... 

ACCOUNTING STUDENTS AND ABSTRACT 
REASONING by George E. Shute, 71 pages..... X 
NOTABLE CONTRIBUTIONS TO THE PERI- 
ODICAL INTERNATIONAL ACCOUNTING 
LITERATURE—1975-78, by the International Ac- 
counting Section of the AAA, 168 pages....... XY 
EIGHTY-EIGHT INTERNATIONAL ACCOUNT- 
ING PROBLEMS IN RANK ORDER OF IMPOR- 
TANCE—A DELPHI EVALUATION, by со 
M. Scott, 111 раре$......................5.... А 


ААА NON- 
MEMBERS MEMBERS 


$3.00 $6.00 
$3.00 $6.00 
$3.00 $6.00 
$3.00 $3.00 
$1.00 $1.00 
$325 - $325 
$0.50 $1.00 
$3.00 $7.50 


per single copy 


$300 — 8600 
$3.00 · 86.00 
53.00 56.00 
53.00 $6.00 
$3.00 $6.00 
$6.00 $8.00 
$5.00 $5.00 





AAA NON- 
PUBLICATIONS MEMBERS MEMBERS 
STUDIES IN ACCOUNTING RESEARCH: 
Volume No. 1, Investment Analysis and General 
Price-Level Adjustments, by T. R. Dyckman, 76 


PALES. узуу. кзз жек NET eee ag s% $4.00 $6.00 
Volume No. 2 Accountin g dad Information Theory, 

by Baruch Lev, 84 раре$....................... , $4.00 $6.00 
Volume No. 3, The Allocation Problem in Financial i 
Accounting Theory, by Arthur L. Thomas, 122 pages $4.00 $6.00 


Volume No. 4, Accounting Controls and the Soviet 
Economic Reforms of 1966, by Bertrand Horwitz, 


74 pages..... а O CV Y CERE M $4.00 $6.00 
Volume No. 5, Information Evaluation, by Gerald 
A. Feltham, 149 равеѕ..................... VUL $4.00 $6.00 


Volume No. 6, A Statement of Basic Auditing Con- 
cepts, by The Committee on Auditing Concepts, 


58 pages. ies ell ecu ee vxo Er ope ES $4.00 $6.00 
Volume No. 7, Valuation of Used Capital Assets, by 
Carl Beidleman, 84 рареѕ...................... $4.00 $6.00 


Volume No. 8, Obtaining Agreement on Standards 
in the Accounting Profession, Maurice Moonitz, 


93 рареѕ. ,....... eor SO ee wate $4.00 $6.00 
Volume No. 9, The Allocation Problem: Part Two, : 

by Arthur L. Thomas, 194 рареѕ................ : $4.00 — $6.00 
Volume No. 10, Theory of Accounting Measure- 

ment, by Yuji Ijiri, 210 равеѕ................... $4.00 $6.00 


Volume No. 11, The Impact of Audit Frequency on 
the Quality of Internal Control, by Russell M. Bare- 
field, 86 papes стек у ужа киру ккк eere $4.00 $6.00 
Volume No. 12, A Comparative Analysis of Selected 
Income Measurement Theories in Financial Ac- 


counting, by James A. Anderson, 120 pages. ..... . $4.00 $6.00 
Volume No. 13, Measurement in Accounting Infor- 
mation Criteria, by Theodore J. Mock, 116 pages. . . $4.00 $6.00 
Volume No. 14, Phantasmagoric Accounting, by 
Robert E. Jensen, 200 рареѕ.................... $4.00 $6.00 


Volume No. 15, Adaptive Behavior: Management 
Control & Information Analysis, by Hiroyuki Itami, 
l64:pages-sissveresv tee rid аднае tase $4.00 $6.00 
Volume No. 16, Earnings or Cash Flows: An Ex- 
periment on Functional Fixation and the Valuation 
of the Firm, by A. Rashad Abdel-khalik and 
Thomas Е. Keller, 101 раре$................... $4.00 - $6.00 
ACCOUNTING EDUCATION SERIES: 
Volume No. 1, Accounting Education: Problems and 
Prospects, edited by James Don Edwards, 602 pages $7.00 $14.00 
Volume No. 2, Researching The Accounting Cur- 
‘riculum: Strategies for Change, edited by William 


Ferrara, 227 pages........... eese eene $4.00 $6.00 
Volume No. 3, The Core of the Curriculum for Ac- 
counting Majors by Richard E. Flaherty, 234 pages $6.00 $8.00 


Volume No. 4, Empirical Research in Accounting: 
А Methodological Viewpoint by A. Rashad Abdel- 
khalik end Bipin B. Ajinkya, 125 pages. ......... :$4.00 $6.00 





Turning classroom problems 
into real-world practice. 


THE 


INCOME TAX AND BUSINESS DECISIONS 
- An Introductory Tax Text, Fourth Edition 
` William L. Raby, Touche Ross and Company 








A major entry in the tax field, the text focuses on provisions affecting 
business and investment decisions, income taxes and transfer taxes (in- 
volving the estate planning process). Giving.an insight into the real world of 
tax practice, it fosters tax research skills so students recognize tax aspects 
of business situations and know who/where to seek out practical re- 
sponses and planning strategies. The author presents the facts in a context 
of meaningful relationships to form a general easily-retained pattern, pro- 
viding a foundation for later learning. 
The text, assuming some basic knowledge; is suitable for a wide variety of 
courses and covers: 
: e Pervasiveness of tax considerations i in common administration and 
accounting decisions 
• Broad rules of income taxation; government and the taxpayer; com- 
` plexities, uncertainties inherent іп U.S. approach to taxation 
- Conceptual fundamentals of taxation which allows maximum benefit 
from advanced tax work 


What's been added! 

• Reorganization and rewriting of chapters on Estate Tex: Gift Taxes, 
Trusts and Insurance to reflect passed legislations 

* Increased number of questions, problems and case excerpts for.pro- 
vocative classroom discussion . 

* Shorter and sharper chapters on individual income tax to improve 
teachability, allowing more time for advanced topics 

* Chapters on tax reform х 

Learning aids 

e Running problems fhroughout for concentration on differences in treat- 
ment of tax entities within the same factual patterns 

e Excerpts from court decisions —updated and examined 

* Clearly-marked research questions requiring use of tax handbook 

© Problems involving simple return preparation to bring out basic concepts 

- and foster tax form familiarity 
* Student Supplement issued annually to keep materials current 
Teaching aids . 
. * Teacher's Manual 
1978 |  528pp. cloth 


Prentice-Hall 


For further information, or to reserve an examination copy of this fourth 
`- printing, please write to: Robert Jordan, Dept. J-648, Prentice- Hall, Inc., 
Englewood Cliffs, New Jersey 07632. 
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Editor: J. R. Perrin, University of Warwick, Coventry, U.K. 
CONTENTS 


A Mathematical Programming Approach to Taxation Induced Inter- К. Н. Berry and К. С. Dyson 
dependencies in Investment Appraisal 
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Investors' Perception of Risk: A Re-Assessment Peter К. Blandon and. 
C. W. R. Ward 
Capital Budgeting, Cost of Capital and Ex Ante Static Equilibrium Edward E. Williams and 
: M. Chapman Findlay III 
Stochastic Demand and the Equity Capitalization Rate Michael S. Long and 


| . George Racette 
The Information Content of Dividends Hypothesis: Back to the Draw- Paul A. Taylor 


ing Board? : { 
Some Aspects of Inflation, Tax, and the Investing Borrower J. E; Everett and J. P. Dickinson 
The Use of Accounting Information in Consensus Management Teams Irvine Lapsley . 
Applications of Goal Programming in Accounting W. Thomas Lin 


Analysis of Aspects of the Treatment of Monetary Gains and Lossesin W. Н. Platt 
the Hyde Guidelines and ED24 
Book Reviews 


Annual subscription £14.50 (US $35.00) to library and business subscribers, or £8.25 (US $20.00) to 
individual teachers and students. Single copies £4.50 (US $11.00) to all subscribers. Order through book- 
sellers or direct from the publishers, Journals Dept., Basil Blackwells, 108 Cowley Road, Oxford, OX4 
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ABACUS 


A Journal of Accounting 


` e . 
and Business Studies 
Published by Sydney University Press 
EDITOR: M. C. Wells, University of Sydney 


EDITORIAL BOARD 


A. D. Barton, Australian National University E. Stamp, International Centre for Research in 
R. J. Chambers (Editorial Consultant), University ^ Accounting, Lancaster 
of Sydney A. L. Thomas, Rice University 
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l EDITORIAL PANEL 
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The Accounting Historians Journal 


Gary John Previts and Williard E. Stone, Co-Editors 


Semiannual Publication of The Academy of Accoummg Historians 
Volume 7, Number 1 Spring 1980 


CONTENTS 


Feature Articles 
The Waltham System and Early American Textile Cost Accounting—David M. Porter 
Frederick Winslow Taylor's Contribution to Accounting—Rosita S. Chen and Sheng-Der Pan 
Peter Duff: Accountant and Educator—Horace R. Givens 
The Middlesex Canal—An Analysis of the Accounting and Management—Linda H. Kistler 
Partnership Accounting in a Nineteenth Century Merchant Banking House—Edwin J. Perkins aad Sherry 
Levinson : 
Historical Nuggets 
The Account Charge and Discharge—William T. Baxter 
Asset Valuation: An Historical Perspective—Thomas A. Ratcliffe and Paul Munter 
Book Reviews 
Robert Oliver and Mercantile, Bookkeeping in the Early Nineteenth Century—Bloom 
Deloitte & Co. 1845-1956—Johnson 
Chaucer Life-Records—Baladouni 
I Partitari Maiorchini Del “Lou Dels Pisans” Relative Al Commercio Dei Pisani Nelle Baleari (1304— 
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In Memoriam 


JOHN ARCH WHITE 


Richard D. Irwin, Inc. wishes to pay tribute to the 
memory of John Arch White, Professor and Dean 
Emeritus, College of Business Administration, Uni- 
versity of Texas at Austin. He also served as Presi- 
dent of the American Accounting Association for the 
year 1956. 


Dr. White was an outstanding accounting edu- 
cator, author, and friend with a nationally recog- 
nized reputation for excellence and leadership in 
his field. His distinguished career earned him the 
respect, admiration, and devotion of thousands of 
his fellow teachers, students, and friends. 


We extend our heartfelt sympathy to his family 
and join with his many colleagues in the accounting 
profession in mourning his passing. 
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Audit Qualification and the ‘Timeliness 
of Corporate Annual Reports 
G. P. Whittred 


ABSTRACT: This paper investigates the effect that qualified audit reports have on the 
timeliness of Australian annual reports. The experiment in this study compares the re- 
porting behavior of companies which receive audit qualifications with a random sample 
of companies which receive no such qualification and with the reporting behavior of 
the same companies in the years preceding the qualification. The results indicate that the 
incidence of a qualified audit report delays the release of the preliminary profit report 
(required by the Australian Associated Stock Exchanges) and the final annual accounts 
(required by the Uniform Companies Act, 1961). It also appears that the more serious 
the qualification, the greater is the delay. Possible reasons for these results are consid- 
ered, and it is argued that the most likely explanations are an increase in both the time 
taken to complete the year-end audit and that spent in auditor-client negotiations. 


HE behavior of firms and individuals 
Ts Australian securities markets is 

regulated by a complex web of legal 
and quasi-legal requirements, the princi- 


pal objective of which is usually stated to . 


be the maintenance of a fair and efficient 
securities market. This objective is pur- 
sued largely by the adoption of policies 
and provisions designed to achieve full 
disclosure of material facts on the securi- 
ties being traded.! To this end, the 
(Uniform) Companies Act, 1961 requires 
Directors to lay before the company in 
annual general meeting an audited Bal- 
ance Sheet and Profit and Loss Account. 
An overriding consideration (specified in 
Section 167 (1)) is that the accounts so 
presented should give a "true and fair 
view." The central importance of the 
true and fair requirement for the prepa- 
rátion and presentation of periodic ac- 
counts is well documented and it has also 
been emphatically affirmed in interpreta- 
tions of the statutes relating to companies 
(Birkett [1968, p. 99). The requirement 
is the cornerstone of the disclosure pro- 
visions of the Act. 
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Considerations regarding the timeli- 
ness of the financial information about 
firms which is to be disclosed are also 
prominent among the legislative and 
regulatory provisions regarding corpo- 
rate disclosure. Both the (Uniform) Com- 
panies Act, 1961 and the Australian 
Associated Stock Exchanges' listing 
requirements contain provisions regard- 
ing the minimum frequency (interval) 
and maximum lag (delay) of various 
corporate disclosures. Between them, 
these provisions reduce the general re- 
porting requirement for a listed public 
company to presenting the annual ac- 

! Support for this view appears in the White Paper on 
Company Law Reform [1973] in the U.K. and in Dis- 
closure to Investors—A Reappraisal of Federal Ad- 
ministrative Policies under the '33 and '34 Acts [Wheat, 
1969] in the U.S.A. The First Interim Report of the 
Company Law Advisory Committee [1970] and Ryan 


[1976] present similar views of the Australian legisla- 
tion. 
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counts within four months of the com- 
pany's financial year-end. 

Thus, the requirement to audit and the 
concept of timeliness appear as joint 
requirements of the financial disclosure 
framework. Both are frequently related 
to the efficiency of securities markets. 
With respect to the former, the Company 
Law Advisory Committee, in its First 
Interim Report [1970, p. 5] states: 


Undoubtedly one of the most potent weapons 
available for the protection of investors is the 
compulsory disclosure of information as to 
the past performance of the company, cou- 
pled with the safeguard against misstatement 
provided by audit requirements. 


In more general terms, Anderson et al. 
[1970, p. 524] argue that: 


Ап orderly capital market, which efficiently 

- allocates the nation's resources, depends on 
reliable accounting measurements (financial 
statements). 


and that [p. 525]: 


...ttestation of the reliability of manage- 
ments' representations of their operations is 
an essential link in шн process of resource 
allocation. 


In a similar fashion some authors 
suggest a connection between the timeli- 
ness of financial disclosures and the 


efficiency of the securities markets. Stan- _ 


dish [1975, p. 27], for example, argues: 


. experience in Australia and elsewhere 
shows that unless financial reporting is estab- 
lished on a regular and well-designed basis, 
both in terms of its timeliness and scope, the 
chance of investors being defrauded will be 
much greater and the process of investment 
evaluation will be fraught with more uncer- 
tainty than otherwise. 


Ryan [1976, p. 51] and Chambers [1973, 
p. 216] present similar views. 

However, if it is accepted that the 
concepts of audit and timeliness are—or 
ought to be—joint requirements of the 
financial disclosure framework, then con- 
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flict may arise because they are competing 
requirements of that framework. Ceteris 
paribus, an increase in the stringency of 
the legislative provisions regarding one 
of these aspects can be achieved only at 
the cost of a decline in the other; for, 
quite simply, to “audit” takes "time." 

Indeed, one of the principal side effects 
of the requirement to audit is a consider- 
able reduction in the timeliness of the 
annual accounts. For example, Dyer and 
McHugh [1975] report that the audit 
function delays the release of the annual 
accounts by an average of 44 days.” The 
effect of such a delay on the usefulness 
and hence the value of the reported 
accounting numbers is difficult to ascer- 
tain. It is frequently asserted that the 
value of a financial statement varies in- 
versely with the time taken to prepare 
it.? But there has been little or no theo- 
retical analysis of the relationship be- 
tween timeliness and the expected value 
of information.* 

Similarly, there has been little analysis 
of the trade-offs which. seem likely to 
exist between the accuracy (reliability) of 
accounting figures and certification or 


? Strictly speaking, the 44 days refers only to Dyer and 
McHugh's 1971 results. However, since they observe 
that the reporting lags were stable over the period of their 
study, it is reasonable to assume that the 44 days also 


` describes the delay in earlier years. 


3 Refer, for example, to Manley [1966, p. 750], Kenley 
and Staubus [1972, p. 57] and Staubus [1976, p. 280]. 
Further, the empirical evidence on capital market effi- ` 
ciency which suggests that much of the content of an- 
nual financial statements is captured by more prompt 
media has led others to infer that these statements are 
valueless. However, this evidence says little of the value 
of financial statements in contexts other than the de- 
termination of equilibrium share prices. Even within that 
context the evidence reveals little about the value of 
financial statements. This is particularly so if “confirma- 
tion" effects are important—that is, if state revelation is 
relevant to users’ decision processes. 

* Feltham [1972] provides a notable exception. In 
Chapter 7, he develops a formal (information economics) 
analysis for the selection of optimum "reporting inter- 
vals." The evaluation of "reporting delays" proceeds in a 
similar fashion. 
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audit—or, for that matter, of those that 
exist between audit and timeliness. This 
study addresses the latter question. In 
particular, this paper presents empirical 
evidence on the effect that qualified audit 
reports have on the timeliness of cor- 
porations’ annual financial reports. 
Qualified audit reports were selected 
since they are potentially more signifi- 
cant, i.e., audits that result in qualifica- 
tions are likely to be more time-con- 
suming than those which do not. Support 
for this view is presented below. 

There is a second context in which 
evidence of this sort is important. Two 
recent studies (Firth [1978] and Ball, 
et al. [1979]) investigate the effect of 
qualified audit reports on share prices. 
The announcement date of the qualifica- 
tion was, in both studies, identified as the 
date of release of the final annual ac- 
counts. However, in "announcement 
effect" studies of this sort it.is always 
possible that the event under considera- 
tion may have been anticipatéd. This 
could happen because the market ob- 
tains the information from more prompt 
media or because it has responded to 
some signal or cue normally associated 
with the event under study. In the Firth 
[1978] and Ball et al. [1979] studies, one 
such cue might have been a delay in the 
release of companies’ preliminary (and 
final) annual accounts brought about by 
the impending qualifications. This possi- 
bility may account for the fact that Ball 
et al. could find no evidence that qualifi- 
cation had a significant adverse effect on 
share price. | 


HYPOTHESES ON THE RELATIONSHIP 
BETWEEN AUDIT QUALIFICATION 
AND 'TIMELINESS 


The auditor, in the conduct of his audit, 
is obliged to comply with certain general 
standards laid down in the Act and vari- 
ous performance standards set out by the 
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professional accounting bodies. If, at the 
completion of his audit, he is unable to 
confirm compliance with the applicable 
statutory provisions and the relevant 
professional standards, he is obliged to 
qualify his report. Qualification may 
take several forms. The following are the 
types of qualification that may result ` 
from an auditor's assessment of the . 
nature and effect of factors which pre- 
vent the expression of an unqualified 
(clean) opinion (Statement of Auditing 
Practice CP3/357, [ASA, 1977]): 


1. Exception Opinion. 

2. Adverse Opinion. 

3. Statement of Inability to Form an 
Opinion. | 


“Exception” or “subject to" opinions 
arise where the substance of a qualifica- 
tion is not sufficiently material to pre- 
clude an expression of opinion on the 
financial statements taken as a whole. 
An “adverse opinion” is an opinion that 
the financial statements do not present a 
true and fair view. A statement of “іп- 
ability to form an opinion" (Le, а 
disclaimer) will only occur in those cir- 
cumstances where an auditor, having 
exhausted all avenues of inquiry, finds 
that he cannot obtain all the evidence and 
information he requires, and that the 
potential effect in relation to the ac- 
counts taken as a whole is sufficiently 
material to preclude an “exception” 
opinion. 

CP3/357 (paragraph 17) [ASA, 1977] 
requires that before issuing a qualified 
opinion, an auditor must take all reason- 


. able steps to put himself/herself in a 


position to issue a confirming opinion. 
Such a course of action is subject to the 
general time constraint (paragraph 15) 
that: 


It is the obligation of the auditor to issue an 
audit report on all accounts submitted for 
audit within a reasonable period of time after 


2 
г 
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submission to him of the completed financial 
statements by an entity. The auditor should 
not unreasonably defer issuing his report in 
the hope of obtaining further evidence to re- 
solve a possible qualification situation, no 
matter how serious the possible qualification 
might be. 


There are, however, a number of rea- 
sons for believing that the incidence of a 
qualified audit report will result in an 
increase in corporations' reporting lags. 
First, the professional auditing standards 
imply that this is likely to be the case— 
particularly CP3/357 (paragraphs 15 and 
17) [ASA, 1977] considered above. Sec- 
ond, the reluctance of auditors to issue a 
qualification and of management to 


accept one (perhaps because of the. 


assumed consequences) make it improb- 
able that a qualification will not have an 
effect. Such reports are generally as- 
sumed to be “Бай” news for shareholders 
on the ground that they imply a lower 
assessment of management's perfor- 
mance than management itself has pro- 
vided. For example, Elsworth [1964, p. 
667] observes: 


Because qualification of an auditor's report is 
still, in this country, a relatively rare occur- 
rence, there is perhaps a general impression 
that such a qualification implies a stigma on 
the Board or Management of a company 
concerned. Perhaps, too, the press has con- 
tributed to this by over-playing the sig- 
nificance of what an auditor intended to 
convey. 


Illustrating the same point Gutteridge 
[1965, p. 38] argues: 


Whilst there must undoubtedly be cases 
where there are qualifications in audit reports 
which are not of a nature to be "regarded with 
great alarm," from experience I believe that 
no auditor would qualify his audit report un- 
less he had no other alternative. For my part, 
I think it would be a pity if qualified audit re- 
ports became so commonplace as to not cause 
some alarm! 


and somewhat more dramatically, Forbes 
[^AI] Numbers," 1973, p. 33] reports: 
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А qualified opinion is no laughing matter. 
It's like tacking a quarantine notice up on a 
company's door. Bankers, creditors, beware! 
Bondholders, stockholders, on your guard! 


In the light of the assumed consequence, 
it is not surprising to observe that man- 
agements are reluctant to receive, and 
auditors to give, an audit qualification. 
Under these circumstances, one might 
expect to see an increase in corporate 
reporting lags as auditors expand their 
procedures (increase their audit time) in 
an attempt to eliminate any uncertainties, 
or as managements take issue with the 
auditors’ findings and an increase in 
auditor-client negotiation times ensues.? 
Thus, it is hypothesized (hypothesis 1) 
that companies which receive an audit 
qualification will take longer to report 
than those which do not. | 

Audit qualifications are not homo- 
geneous, and some appear to be poten- 
tially more significant than others. The 
existence of a set of graded opinions 
implies that the message to be conveyed 
by, and hence the significance to be 
attached to, each differs. Generally speak- 
ing, an opinion that the accounts are true 
and fair "except for" or "subject to" 
certain items is not regarded with quite 
the same concern as one in which the 
auditor has stated that he/she is *unable 
to form an opinion" or that the accounts 
are “not true and fair." It might not, for 
example, be expected that a ("subject to”) 
qualification with respect to the valua- 
tion of a firm's receivables would have 
quite the same effect on a corporation's 
reporting behavior as one with respect to 
the future profitability of the company 
(where the auditor was “‘unable to form 
an opinion") or one in which the ac- 
counts were qualified in several respects 
(where the auditor was of the view that 
the accounts were “not true and fair"). 


5 Both of these possible causal factors are considered 
in Section 4. 
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Thus, it is hypothesized (hypothesis 2) 
that the more serious the qualification, 
the longer will be the reporting lags.® 

The problem also arises that even 
within a given category of audit qualifi- 
cation, the significance to be attributed 
to each qualification may vary consider- 
ably. For example, many “subject to" 
qualifications such as those relating to 
non-compliance with unpopular account- 
ing standards, might be regarded simply 
as the outcome of quibbles between 
management and auditor, rather than as 
reflecting changes in the circumstances 
of firms. Therefore, it is also hypothe- 
sized (hypothesis 3) that the subject 
matter of an audit qualification will 
affect corporations’ reporting lags. 


DATA 


The first stage of the investigation was 
to compare the reporting behavior of 
companies which receive various forms 
of audit qualification with the reporting 
behavior of a sample of companies 
which receive no such qualification. In 
order to specify corporate reporting 
lags on companies which had received 
qualified audit reports, three separate 
samples were selected from a file of audit 
qualifications constructed by Whittred, 
` etal. [1978].’ | 

A ten-year test period, 1965—74, wa 
specified (the reasons for this procedure 
are considered subsequently), and sample 
members -were selected after imposing 
the following additional constraints. 
Qualifications which were repeated in 
subsequent years in the accounts of any 
one company were excluded,? as were 
qualifications occurring on companies 
which went into receivership or liquida- 
tion at any time during the 14 years 
covered by the file. The former were 
excluded on the ground that the potential 
consequences of subsequent and re- 
peated qualifications on a corporation's 
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reporting behavior were likely to be less 
severe and, hence, more difficult to 
detect. Such qualifications may, for ex- 
ample, involve less actual audit time 
than in the year of initial qualification, 
and perhaps even less time spent in audi- 
tor-client disputes. The latter qualifica- 
tions were excluded on the ground that 
they were likely to overstate the average 
effect of audit qualifications. Such com- 
panies are inevitably delisted, and the 
necessity of meeting Stock Exchange 
listing requirements is therefore obvi- 
ated. The appointment of Receivers, 
Managers, and occasionally Government 
Inspectors—all with their own reporting 
obligations—also seemed likely to give 
rise to above-average reporting delays.? 
"The first sample selected comprised 
100 “subject to” qualifications. Sample 
members were selected at random, al-. 
though in order that tests of hypothesis 3 
could be conducted, their relative fre- 
quency (by subject matter) was specified 
in advance. Each "subject to” quali- 
fication is thus represented in direct pro- 
portion to its relative frequency in the 
population. The remaining two samples 
comprised those 16 cases in which the 


5 It is difficult to tell whether a “not true and fair" 
qualification is any more or less serious than an “unable 
to form an opinion” qualification. However, both can 
reasonably be said to be more serious than a “subject to” 
qualification. For this, and the reasons discussed in the 
next section, these two groups are hereafter treated as 
members of the one category— "serious" qualifications. 

? The file contains all major qualifications occurring 
in the consolidated accounts of industrial and com- 
mercial companies which had their ordinary (i.e., com- 
mon) stock listed on the Sydney Stock Exchange at any 
time between March 1961 and December 1974. In all, 
the file contains 613 qualifications on some 337 com- 
panies: 

8 This criterion does not preclude a company's ap- 
pearing more than once in the sample. For example, a 
company may have been qualified for depreciation on 
buildings in one year and received a multiple qualifica- 
tion the next. Only three such instances arose. 

? While not of direct interest in this study, evidence on 
the reporting behavior of failed companies. was also 
collected. This evidence confirms these observations. 
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auditors reported that they were “unable 
to form an opinion" and the nine cases in 
which the auditors concluded that the 
accounts were “not true and fair." The 
latter two samples represent all those 
qualifications which meet the specified 
criteria. The former represents approxi- 
mately 36 percent of its respective popu- 
lation. 

‘Corporate reporting lags were also 
specified on a random sample of 120 
companies listed on the Sydney Stock 
Exchange, which received unqualified 
audit reports over the test period. This 
sample provides the standard against 
which the reporting behavior of qualified 
companies is to be judged. 

The starting point of 1965 on the test 


period was dictated by the ready availa-. 


bility. of data on the reporting behavior 
of Australian companies since that time. 
‘Dyer and McHugh [1975] study the 
timeliness of the Australian annual report 
over the period 1965-71, inclusive. 
Davies and Whittred [1980] replicate the 
Dyer and McHugh study over the period 
since their data terminates to the most 
recent financial year for which full data 
were available—the six-year period, 
1972-77. 

Sample members for the period 1965— 
71, inclusive, were selected from the data 
employed in Dyer and McHugh [1975] 
and generously made available by those 
authors. Sample members for the period 
1972—74 inclusive were selected from the 
data employed in Davies and Whittred 
[1980]. Sample members were selected at 
random, though once again. the relative 
frequency of same (by year) was specified 


in advance. This procedure ensured that ` 


there would be a sufficient number of 
observations to employ a paired-sample 
methodology on a year-by-year basis if 
this were to prove necessary.!? Tables 1 
and 2 describe the major characteristics 
of the final samples. | 
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Three reporting lags for each company 
were identified!! and are referred to in 
this study as the: 


Preliminary Lag—being the interval of 
the number of days from the year-end 
to the receipt of the preliminary final 
statement by the Sydney Stock Ex- 
change. 


Auditor’s Signature Lag—being the 
interval of the number of days from 
the year-end to the date recorded as the 
opinion signature date in the auditor's 
report. 


Total Lag—being the interval of the 
number of days from the year-end to 
the receipt of the published annual 
report by the Sydney Stock Exchange. 


Time lag data on each of the 245 
sample members was taken from annual 
report files maintained by the Sydney 
Stock Exchange Library. The library has- 
a policy of stamping all documents with 
the date and hour received. Individual 
time lags for each company were com- 
puted from these stamped dates. For the 
preliminary final statements, the earliest 
date stamped on the letter, telex, or tele- 
gram containing the necessary informa- 
tion was taken as the receipt date. In all 
cases, the beginning date for the period 
was the financial year-end. However, 
neither the year-end nor the stamped 
date of receipt was included in computing 
the time lags. 


RESULTS 
Methodological Issues 


. Non-parametric tests of significance 
were adopted in all:cases, not only be- 


10 The pairs were constructed so as to be of approxi- 
mately equal size. Note that the non-parametric tests 


employed in this paper do not require the pairs to be of ' 


the same size in order to make valid comparisons. 
11 The lags are those specified in Dyer and McHugh 
[1975]. 
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TABLE 1 
DISTRIBUTION OF SAMPLE MEMBERS BY YEAR | 
Year 
Type of Audit Report 1965-70 1971 14972 1973 1974 Totals 
Subject to | , 19 9 13 30 29 100 
Unable to Form an Opinion 4 3 2 3 4 16 ' 
Not True and Fair 2 2 1 1 3 9 
Clean 20 20 20 30 30 120 
TABLE 2 
DISTRIBUTION OF AUDIT QUALIFICATIONS BY SUBIECT MATTER 
Unable to Form 
Subject to an Opinion Not True and Fair 
Multiple 23 8 4 
Valuation of Assets 13 3 3 
Adequacy of Provisions: 
— Depreciation on Buildings 27 
— Other 12 1 
Accounting Principles 9 1 
Miscellaneous | 16 . 3 2 
TOTALS 100 16 9 





cause of the smallness of the sample 
sizes in some comparisons, but also be- 
cause both Dyer and McHugh [1975] and 
Davies and Whittred [1980] find their 
distributions to be non-normal, positively 
skewed, and leptokurtic, and it seemed 


likely that those results would be mir- 


rored here. 


As previously observed, the majority of | 


the tests undertaken in this study are 
two-sample comparisons. The null hy- 
pothesis in every instance is that the 
various samples all come from the same 
population. The alternative hypotheses 
are mainly directional and are considered 
below. Because of the small number of 
Observations in the "unable to form an 
opinion" and the “not true and fair" 
categories, it was decided to combine 
these for the purpose of any comparisons. 
The results in Table 3 indicate that such 
a procedure is reasonable in that the 


reporting behavior of these two groups 
is essentially identical. Since in each 
case, the observed Mann-Whitney U 
statistics are greater than the critical U’s, 


TABLE 3 


U TESTS OF THE HOMOGENEITY OF LAGS FOR COMPANIES 
WHICH RECEIVE DISCLAIMERS OF OPINION AND 
ADVERSE OPINIONS? 


Critical U 
Observed. ———————— 
Lag U o=.05 œ =.02 

Preliminary Lag 45.0 22 17 
(12:8) ; 

Auditor's Signature Lag 53.0 37 31 
(16:9) . 

Total Lag 54.5 37 31 
(16:9) 


? Critical Values of U are for two-tailed tests; numbers 
in brackets represent class sizes for “disclaimer” -and 
"adverse" opinions, respectively. 
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our decision is to accept the null hypothe- 


sis of no difference. 
The problem also arises that the sample 


members do not all come from the same . 


point in time, and there is little reason to 
expect that the reporting behavior of 
Australian companies (qualified or clean) 
has remained stable over the ten-year 
test period. Аз a consequence, tests were 
initially undertaken to determine whether 
the defined reporting lags for each of the 
three samples have remained stationary. 
A Kruskal-Wallis one-way analysis of 
variance was employed to determine 
whether the observed lags in each year of 
the test period could reasonably have 
come from the same population. For the 
purpose of this test, it was decided to 
group together (as indicated in Table 1) 
sample observations falling in the period 
1965-70, inclusive, because the maximum 
number of observations in any one of 


these six years was only four. From the’ 


results in Table 4, it can be determined 
that only one of the Kruskal-Wallis H 
statistics is significant at oc —.05. On the 
basis of this evidence, it was decided to 
use an aggregate two-sample analysis, 
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rather than a year-by-year (two-sample) 
analysis, in all subsequent tests. 


The Time Lag Distributions 


Quartile distributions of the defined 
reporting lags for companies in the three 
samples are given in Table 5. The means 
of the various lags and the number of 
observations in each category are also 
provided. Missing observations (an- 
nouncement dates) account for the slight 
variation in sample size across lags. 

The results in Table 5 indicate that the 
incidence of an audit qualification does 
appear to affect a corporation's reporting 
behavior. Over the test period, companies 
which received clean audit reports took, 
on average, 107 days (some three and a 
half months) to forward their annual 
report to the Stock Exchange. Compa- 
nies which received “subject to” qualifi- 
cations took, on average, an additional 
17 days (two and a half weeks) to make 
their annual accounts public, while those . 
receiving relatively "serious" audit quali- 
fications appear to have had the release 
of their accounts delayed, on average, by 


TABLE 4 
Н TESTS OF THE HOMOGENEITY OF LAGS OVER THE TEST PERIOD 


















































о . Preliminary Lag Auditor's Signature Lag Total Lag 
| С!еап 
Н Statistic 4.8 2.0 2.6 
Class sizes* 20:20:20 :30:30 20:20:20 :30:30 20:20:20:30:30 
^. Subiect to 
H Statistic . 41 А 11.0* 6.1 
Class sizes 11:7:12:31:25 15:9:13:30:28 13:9:12:30:27 
Serious | 
Н Statistic 8.3 2.0 10 
Class sizes 6:3:2:4:5 6:4:4:4:7 6:5:3:4:7 








* Significant at ос == .05 only. 


? Class sizes are for the periods 1965—70, 1971, 1972, 1973, 1974. Maximum class sizes are indicated in Table 1. 
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\ 
, TABLES 
QUARTILE DISTRIBUTION OF CORPORATE REPORTING LAGS NUMBER OF Days 
| Percent Preliminary Lag Auditor's Signature Lag Total Lag 
of 
Firms Clean Subject to Serious Clean — Subjectto Serious Clean Subject to Serious 
25 ' 49 59 102 66 81 127 101 144 
50 72 81 121 86 97 150 123 164 
75 96 105 161 103 126 169 140 179 
Меап 76 88 138 86 106 157 124 169 
п 120 86 20 120 98 . 25 








62 days—an additional two months. 

The preliminary lag comprises the 
period during which there is little or no 
financial information released by com- 
panies on the results of the year's opera- 
tions. For this reason, considerable em- 
phasis is placed on the preliminary profit 
report by both the Stock Exchanges and 
the investing public. Over the test period, 
the average unqualified company took 
76 days to release its preliminaries. The 
incidence of a "subject to" qualification 
delayed the release of the preliminary 
results by about 12 days to 86 days. In 
stark contrast to this experience is the 138 





94 25 








days (almost double the time) taken by 
companies receiving serious audit quali- 
fications to announce their preliminary 
results. 

The results for the auditor's signature 
and total lags show the same general 
tendency. Thus, the more serious the 
qualification, the greater the defined re- 
porting lag. 

To test the significance of these results, 
a three-way, two-sample (Mann-Whit- 
ney) comparison was conducted. The 
results of this test appear in Table 6, 
which presents the one-tailed probability 
of observing Mann-Whitney U statistics, 


TABLE 6 
U TESTS FOR HOMOGENEITY OF LAGS BY ТҮРЕ OF QUALIFICATION 








One-tailed probability associated with observed U 
Class sizes 








One-tailed probability associated with observed U 
Class sizes 








One-tailed probability associated with observed U 





Serious/Subject to Subject to|Clean Serious| Clean 
Preliminary Lag 

«.00003 . .0314* <.00003 

20:87 86:120 20:120 
Auditor's Signature Lag 

. <.00003 <.0007 <.00003 

25:98 95:120 25:120 
Total Lag 

«.00003 <.00003 <.00003 

25:94 91:120 25:120 


Class sizes 





· * Significant at oc =.05 only. 
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| TABLE 7 
Н Tests OF THE HOMOGENEITY OF LAGS BY SUBJECT MATTER - 


Preliminary Lag 


H Statistic 


6.2 
Class sizes* 18:11:27:11:6:14 


Auditor’s Signature Lag 


Subject to 
Total Lag 


.22 


52 
21:13:27:12:9:16 19:13 :27:11:8:16 


a Classes are constructed by type of qualification—Muultiple, Valuation, etc. Maximum classsizes are given in Table 2. 


at least as large as those observed, under 
the null hypothesis of no difference. In 
all but one case, the observed U's are 
significant at oc =.01. Thus, the first two 
liypotheses formulated in Section 2 are 
confirmed. The defined reporting lags 
on consolidated accounts containing 
"serious" qualifications are greater than 
the corresponding lags on consolidated 
accounts containing “‘subject to" qualifi- 
cations; and the latter are in turn greater 
than the equivalent lags on consolidated 
accounts which are not qualified. 


In Section 2 it was also hypothesized · 


that the subject matter of a qualification 
would affect the duration of a corpora- 
tion's reporting lags. To test this hypothe- 
sis, the 100 “subject to" qualifications 
were classified into one of six categories, 
as indicated in Table 2. A Kruskal- 
Wallis one-way analysis of variance was 
employed to determine whether or not 
these six groups could all have come from 
the same population. From the results 
presented in Table 7, it can be determined 
that when “subject to” qualifications are 
grouped according to their content, there 
are no significant differences (at oc —.01) 
in their reporting behavior. 


í 
CAUSAL VARIABLES 


To show that the reporting attributes 
of companies which receive qualified 


audit reports are different from those of : 


companies which are not qualified does 
not allow one to conclude that it is the 


qualification per se that is responsible for 
the difference. For instance, it is possible 
(although it appears unlikely) that those 
companies which receive qualifications 
come from a (significantly) different 
subset of the population of listed com- 
panies. Stronger evidence on this issue 
would be provided if it could be shown 
that the reporting behavior of companies 
in the year of qualification was signifi- 
cantly different (longer) than “normal.” 


А problem arises however as to what 


constitutes a company's “normal” re- 
porting behavior. Two solutions were 
adopted here. In the first, a company's 
"normal" reporting behavior was defined 
to be the same as that occurring in the 
year immediately preceding the qualifi- 
cation. In the second, it was defined to be 
the mean total lag for the preceding three 
years. In this way "normal" lags were 
specified for every sample member and 
compared with the equivalent lags in the 
year of qualification. Table 8 presents the 


'TABLE 8 


WILCOXON MATCHED-Parrs SIGNED-RANKS TEST FOR 
THE HOMOGENEITY OF TOTAL LaG IN THE YEAR OF 
QUALIFICATION WITH COMPANIES’ ‘NORMAL’ LAG 





Total Lag 
Subject to Serious 
One-tailed probability of 
observed Wilcoxon 
Statistic 0028 0001 
Sample size 85 22 
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results of these comparisons for the latter 
strategy, although the results for the 
former were almost identical. 

The one-tailed probabilities reported 
in Table 8 indicate that for both samples 
the total lag in the year of qualification 
was significantly longer than usual? 
This fact is highlighted in Table 9. 


TABLE 9 


QUARTILE DISTRIBUTION OF TOTAL LAGS IN 
YEAR PRECEDING QUALIFICATION 














Total Lag 
Percentage of : 

Firms Subject to Serious ` 

25 96 121 

50 s 111 143 

75 138 161 
Меап 117 141 

п 82 20 


The mean total lag on companies re- 
ceiving "subject to" qualifications in the 
year preceding qualification is 117 days— 
some seven days less than the total lag in 
the year of qualification. In fact, Table 9 
indicates that 50 percent of the companies 
were reporting up to 12 days earlier in the 
year preceding qualification. For some 
reason, this reduction in number of days 
lag does not carry through to the third 
quartile—which, when compared with 
that in the year of qualification suffers 
only a minor (two-day) reduction. The 
total reporting lag in the year preceding a 
relatively "serious" qualification is 28 
days less than the equivalent lag in the 
year of qualification. A Mann-Whitney 
comparison also reveals this 141-day lag 
to besignificantly longer than the 107-day 
lag on unqualified companies reported in 
Table 5.3? 

This latter result is hardly surprising. 
These qualifications, by their nature, 
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usually arise only in complex and difficult 
situations. Table 2 indicates that approxi- 
mately 46 percent of these qualifications 
were classified as multiple and that a 
further 23 percent related to the valuation 
of assets. It seems reasonable to expect 
that the factors which ultimately result in 
qualifications with respect to the future 
profitability of a company, the value of 
its major receivables or other assets (such 
as motel chains, major land development 
projects, etc.), or its lack of internal 
control with the resulting inadequate or 
incorrect records, do not arise instan- 
taneously but rather accumulate over 
several accounting periods. If this is so, 
then it might be expected that total re- 
porting lags would increase in each of 
several periods as auditors expand their 
procedures to cope with such situations. 

To summarize, on the basis of the tests 
of hypotheses 1 to 3, it is concluded that 
the type of audit report rendered does 
significantly affect a corporation's report- 
ing behavior and that the subject matter 
of such reports (at least as far as “‘subject 
to" qualifications are concerned) does 
not. However, to this point, all lags have 
been defined and measured in terms of a 
common origin (balance sheet date). 
Since they are not independent of each 
other, it has not been possible to suggest 
reasons for these results. For example, is 
the increase in the total reporting lags a 
result of increased audit time, an increase 
in the amount of time spent in auditor- 
client negotiations (both presumably as a 


1? The Wilcoxon Matched-Pairs Signed-Ranks test is 
employed here, since it is likely that an individual com- 
pany's reporting behavior in any one year is related to its 
behavior in preceding years. Thus, it would be inap- 
propriate to employ a test (such as the Mann-Whitney) 
which relies on the assumption of independence. 

13 The one-tailed probability associated with this 34- 
day difference is less than .01. The equivalent difference 
on companies receiving “subject to" qualifications is ten 
days, the one-tailed probability in this instance being 
.06. While, strictly speaking, this result is not significant 
it is sufficiently low to be a cause of some concern. 
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result of an impending qualification), or 
some other factor or factors?!^ Analysis 
of first differences between the defined 
lags is more revealing. It allows inferences 
to be drawn regarding causal variables, 
principally because it overcomes the de- 
pendence problem. 

Let us briefly reconsider the nature of 
the defined lags. As observed above, the 
release of the preliminary profit report 
signals the end of the period during which 
there is little or no public financial infor- 
mation on the results of company opera- 
tions. Dyer and McHugh [1975, p. 209] 
suggest that this lag has two principal 
components, a 90 percent availability 
lag and the actual year-end audit period. 
The former represents the interval from 
the balarice date to the date when the 
auditors are able to commence their in- 
vestigation of 90 percent of the balance 
sheet accounts. Except in those relatively 
few cases. where auditors qualify their 
report because of the inadequacy of the 
accounting records or express a severe 
qualification (the two are highly corre- 
lated), there is little reason to suspect 
that the 90 percent availability lag will, 
on average, be any different in companies 
which subsequently receive an audit 
qualification from those which do not. 
Thus, any increase in the preliminary lag 
is probably attributable to an increase 
in the actual year-end audit time necessi- 
tated by the matters likely to be in 
dispute. 

While the auditor’s signature lag indi- 
cates the point at which the year-end 
audit is most definitely complete, it is 
unlikely that any major audit procedures 
are scheduled after the time at which the 
auditors submit (a draft of) their report 
to the. Board of Directors. Dyer and 
McHugh [1975, p. 210] demonstrate 
that, on average, such reports are sub- 
mitted just prior (three days) to the 
release of the preliminary profit report. 
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In fact, Dyer [1973], in an apparent 
precursor to the Dyer and McHugh 
paper, goes so far as to say [p. 455]: 


. . the information disclosed in the prélimi- 
nary final statements was nothing but the 
final audited accounts. 


Accepting, then, that the release of the 
preliminary results for the year and the 
submission of the auditor’s report to 
management are virtually contemporane- 
ous, it would appear to follow that the 


-time lag between the preliminary profit 


report date (or, equivalently, the audi- 
tor’s report submission date) and the 
auditor’s signature date will be taken up 
principally in auditor-client negotiations, 
including a consideration, with a view to 
possible resolution, of the matters subject 
to dispute.!? 

The remaining component of the total 
lag, the number of days between the 
auditor's signature date and the receipt 
of the annual accounts at the Sydney 
Stock Exchange, would appear to be 
largely printing and mailing time. 

If the analysis of the components of the 
total lag given above is reasonable, the 
following hypotheses become plausible. 
As the seriousness of the auditor's report 
increases, so too does the actual amount 
of year-end audit time (hypothesis 4). 
This hypothesis was suggested above as a 


. ^ A number of potentially confounding variables 
arise here e.g., company size, financial year-end, relative 
profitabilitv, auditor size, changes in auditors, the 
presence of extraordinary items and so on. However, 
recent research [Davies and Whittred, 1980] suggests 
that none of these variables per se affects a corporation's 
total reporting lag. Extreme changes in the "relative 
profitability” and “extraordinary items” variables were, 
however, observed to affect the time taken by auditors to 
complete their year-end audit work and present their 
report to management. To the extent that "first time” 
qualifications and extreme changes in these variables are 
not independent, a joint effect will obviously be cap- 
tured. 

15 This view is reinforced when it is observed that in 
the samples studied here, the Directors’ Report in the 
annual accounts usually carried the same date as the 
Auditor's Report. 
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TABLE 10 
U TESTS FOR THE HOMOGENEITY OF FIRST DIFFERENCES BY TYPE OF QUALIFICATION 


Serious/Subject to 


‚ "One-tailed probability associated with observed U 
Class sizes 


One-tailed probability associated with observed U 
Class sizes | 


* Significant at oc =.05 only. 


possible explanation of the observable 
increase in the preliminary report lags. 
However, it cannot be tested here since 
no data were collected on 90 percent 
availability lags. 
. It also seems reasonable to hypothesize 
that the incidence of a qualified audit 
report affects the amount of time spent in 
auditor-client negotiation (hypothesis 5) 
and, further, as the seriousness of the 
auditor’s qualification increases, so, too, 
does the amount of time spent in auditor- 
client negotiation (hypothesis 6). These 
hypotheses acquire some .support by 
observing (Table 5) that while the number 
of days between the preliminary profit 
report and the auditor’s signature date (a 
surrogate for negotiation time) on un- 
qualified accounts averages ten, it is 
double this in both the “subject to” and 
"serious" samples—20 and 19, respec- 
tively. 

From Table 5 it can also be seen that 
the number of days between the date on 
which the auditor signs his/her report 
and the date of its public release de- 
creases as the seriousness of the qualifica- 
tion increases (hypothesis 7)—from 21 
days in the case of unqualified reports to 
18 and 12 days, respectively, in the case 
of reports containing *subject to" and 
“serious” qualifications. Thus, it would 





Subject toj Clean Serious| Clean 


Preliminary —Auditor's Signature (Negotiation Time) 


.0217* 
20:86 


<.00005 
86:120 


<.00011 
20:120 


Auditor's Signature— Total (Printing & Mailing Time) 


<.00003 
25:94 


.0008 
91:120 


<.00003 
25:120 


appear that corporations tradeoff among 
various components of the total lag. As 
the preliminary and auditor's signature 
lags increase and place the corporation 
in danger of breaching various regulatory 
and institutional reporting requirements, 


management endeavors to shorten the · 


overall lag by reducing the amount of 
time spent in printing and mailing the 
annual accounts. This is what we would 
expect to observe since most corporations 
adopt a policy of forwarding their ac- 
counts to the Stock Exchange and to 
their shareholders at about the same time 
Gf not the same day) each year. 

A three-way, two-sample (Mann-Whit- 
ney) comparison of first differences 
appears in Table 10. With respect to hy- 
pothesis 5, it appears that the act of quali- 
fication per se does significantly affect the 
amount of time spent in auditor-client 
negotiation—both the "subject to” and 
the "serious" qualifications samples are 
significantly different from the “clean” 
sample in this respect. It is somewhat 
more difficult to conclude that as the 
seriousness of the qualification increases 
so too does the negotiation time (hy- 
pothesis 6). Comparing the “subject to" 
and "serious" samples reveals that the 
results are significant only at oc =.05, 
and Table 5 reveals that the mean 
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negotiation time for the "serious" sample 
(19 days) is marginally smaller than that 
of the “subject to" sample (20 days). It is, 
however, apparent that as the seriousness 
of the qualification increases the final 
component of the total lag, printing and 
mailing time, tends to shorten (hypothe- 
sis 7). 

The preceding analysis has been essen- 
tially post hoc. The tests reported in Table 
10 are not, strictly speaking, formal tests 
of hypotheses 5, 6, and 7. They are, how- 
ever, suggestive of the hypothesized 
relationships and so provide a basis for 
subsequent research. 


CONCLUSIONS 


The results presented in this paper 
indicate that "first time" qualifications 
delay the release of companies' prelimi- 
nary profit and final annual reports and 
that, in general, the more serious the 
qualification, the greater the delay. The 
reasons for these results are an apparent 
increase in the year-end audit time and an 
almost certain increase in auditor-client 
negotiation time as a result of the im- 
pending qualification. 

Probably no one is more aware of this 
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consequence of the audit than manage- 
ments and auditors themselves, and 
there is evidence to indicate that manage- 
ments actually tradeoff between the 
various components of the total reporting 
lag. Аз those reporting lags less subject to 
managerial control (year-end audit, ne- 
gotiation time) increase, those lags which 
are apparently more subject to control 
(printing and mailing) decrease. 

These results also indicate the necessity 
of allowing for an “anticipation effect" 
in studies of the type referred to in Section 
1. Given knowledge of a corporation's 
usual reporting behavior, it is possible 
that the market can predict the incidence 
of an audit qualification. Such knowledge 
is not uncommon, particularly since most 
corporations adopt a policy of forward- 
ing their accounts to the Stock Exchange 
and to their shareholders at about the 
same time (if not the same day) each year. 
Not only does it seem possible to predict 
the incidence of an audit qualification, 
but it also seems likely that the particular 
type of qualification may also be ascer- 
tainable—largely because of the mark- 
edly different effects that the various 
types of qualification have on corpora- 
tions’ reporting behavior. 
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22008 Control Design 
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ABSTRACT: Modeling of the internal control system provides an element of structure 
and objectivity to the design and evaluation of the system. A model for the design of an 
internal control system is proposed which minimizes system cost subject to management- 
set error reduction probability. goals for designated error types. The model chooses from 
a set of preventive controls with given error reduction rates in arriving at the minimum 
cost solution, and can accommodate multiple combinations of controls and error types, 
as well as restrictions on the use of controls. The model is also useful to the external 
auditor for evaluation purposes, especially since thé system is evaluated by error type. 


importance of designing and 
evaluating an effective internal 
accounting control system from the 
. viewpoint of both management and the 
independent auditor. The Foreign Cor- 


В = events have increased the 


гирї Practices Act of 1977 requires pub- 


licly-held companies to maintain an 
interrial control system which meets the 
usual criteria regarding the safeguarding 


of assets, authorization of transactions, · 


and use of generally accepted accounting 
: principles. The Commission on Auditors’ 
Responsibilities (Cohen Commission) 
recommended in 1978 that financial 
statements be accompanied by a report 
by management, evaluating the internal 
. control system and any adjustments 
caused by the discovery of material 
weaknesses [AICPA, 1978]. Expansion 
* of the auditor's role to include the evalu- 
.ation of the internal control system was 
also recommended. 


In 1979, the Securities and Exchange. 


Commission issued a. proposal entitled 
Statement of Management on Internal 


Accounting Control SEC, 1979]. This 
document proposes that management be 


required to provide information in their 


10-K and annual reports on compliance 
with the Foreign Corrupt Practices Act 


. with respect to internal control, After 


1979, the independent auditors would be 
required to give their opinion on this 
management. report, thereby expanding 
the role of the auditor in the evaluation 
of internal control. The Special Advisory 


, Committee on Internal Accounting Con- 


trol issued their report the same month, 


. Suggesting procedures that may be used 


to evaluate the internal accounting con- 
trol system and its compliance with the 
Foreign Corrupt Practices Act [AICPA, ; 
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19792]. Later in the year, the Special 
Advisory Committee on Reports by 
Management, formed to study the Cohen 
Commission recommendation, strongly 
endorsed the inclusion of a management 
report on the internal control system with 
the financial statements [AICPA, 1979b]. 

The increased emphasis on internal 
control design and evaluation provides a 
demand by both auditors and manage- 
ment for procedures and documentation 
which will satisfy existing and proposed 
regulations. In its proposal for public 
reporting on internal control, the SEC 
stresses the need to document judgments 
of management in evaluating the internal 
control system, as good-faith efforts will 
be considered when system weaknesses 
are investigated [SEC, 1979, pp. 8-12]. 
The Special Advisory Committee on 


Internal Accounting Control also stresses 


such documentation. The purpose of this 
paper is to propose a mathematical 
optimization model for designing an 
internal control system. This model pro- 
vides a structure for the objective design 
and evaluation of the system and thus 
aids in its documentation. 

Mathematical formulation of the in- 
ternal control system has been attempted 
several times in the past (see Yu and Neter 
[1973] and Cushing [1974], for example). 
Empirical studies by Corless [1972], 
Ashton [1974], and Weber [1978] pro- 
vide evidence that auditors disagree in 
their assessment of a given internal con- 
trol system, pointing to the need for a 
more structured evaluation process. Kin- 
ney [1975] uses Cushing's mathematical 
model of the internal control system 
within his decision theory model for 
audit planning and implementation. The 
emphasis in the past has been on the 
quantitative evaluation of a given inter- 
nal control system. Both Cushing and 
Yu and Neter take this approach. Cush- 
ing develops a measure of reliability for a 
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system, defined as the probability that no 
errors are present in the output from the 
system. Ап expected cost measure is also 
derived. The reliability and expected 
cost measures can be used in evaluating 
alternative internal control systems on a 
trial-and-error basis [Cushing, 1974]. Yu 
and Neter develop a statistical approach 
to the measurement of the probability of 
error in the output from an internal con- 
trol system [Yu and Neter, 1973]. Al- 
though the cost of the system is not 
discussed, presumably the probability 


. of error would be compared with the cost 


in choosing between alternative systems, - 
again using a trial-and-error approach. 
For the auditor's evaluation of internal 
control, both Cushing's reliability mea- 
sure and Yu and Neter's probability of 
error measure would be useful in plan- 
ning the scope of the audit and in evalu- 
ating management's assessment of the 
system. 

The model proposed in this paper 


` minimizes system cost subject to a given 


level of quality desired in the output from 
the system. The model is most useful 
from the design perspective in that it 
avoids the tedious trial-and-error ap- 
proach necessary in the models discussed 
above. And in the case where a fraction 
of a control process may be used, the 
trial-and-error approach may never result 
in the optimal solution. However, the 
model .also provides a measure of the 
quality of system output which can be 
used in judging the extent to which 
internal control may be relied upon and 
in identifying weaknesses. The proposed 
model has a pragmatic advantage as well 
in that the required input data on costs, 
on output quality goals, and on the per- 
formance of various internal control 
processes which might make up a system 
involve a minimum of detail and are 
conceptually easily understandable, with- 
out sacrificing important information. 
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Application of the model involves a 
readily available computer algorithm, 
minimizing computational difficulty. 

True optimization of an overall inter- 
nal accounting control system is an im- 
possible task, due to the complexity and 
uncertainty of the business environment 
in which the system functions. The Spe- 
cial Advisory Committee on Internal 
Accounting Control recommends the 
following approach to the evaluation of 
the system [1979a, p. 20]: 


(a) classify transactions by, for exam- 
ple, functions, operating units, or 
cycles, | 

(b) convert the broad objectives of 

internal accounting control (au- 

thorization, accounting, and asset 
safeguarding) into relevant specific 
objectives appropriate for those 
classifications of transactions, and 
identify and evaluate the control 

‘procedures and techniques in place 

to determine whether they meet 

those specific objectives. 


— 


(c 


To the extent that the transaction classifi- 
cations interact, optimization of the con- 


trol subsystem for each classification : 


does not necessarily imply optimization 
of the system as a whole. Evaluation of 
the effectiveness of specific control pro- 
cedures in meeting objectives is hampered 
by the firm’s changing environment and 
by many unmeasurable factors. Changes 
in the type or volume of transactions may 
alter control effectiveness. Effectiveness 
also depends on compliance, which may 
be reduced by management override or 
employee collusion. An evaluation of 
effectiveness requires a cost-benefit an- 
alysis of each procedure. Information is 
needed on the consequences of uncor- 
rected errors, which may involve reputa- 
tion, legal-issues, and other factors which 
are difficult or impossible to quantify. 
Even the measurement of the cost of a 
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control procedure is not straightforward, 
in that the procedure itself may hamper 
the decision-making process and cause 


_ inefficiencies. 


In spite of the difficulties involved, 
management and external auditors must 
deal with the problem of internal control 


‘design and evaluation. The model pro- 


posed in this paper structures the judg- 
ments made with respect to the effective- 
ness and-cost of individual control 
processes and provides a way of deter- 
mining the internal accounting control 
system which meets specified objectives 
at minimum cost. 


THE OPTIMIZATION MODEL 


The optimization model is specified as 
follows: minimize the total cost of the 
internal control system subject to mini- 
mum error reduction goals set by man- 
agement. The solution involves the selec- 
tion of a subset of a group of possible 
internal control processes to form a sys- 
tem. The internal control processes under 
consideration are assumed to come from 
the structural and feed-forward modes of 
control, which are preventive in nature. 
Structural controls do not involve the 
monitoring of data, but reduce errors 
merely by their presence. An example is 
the separation of duties. Feedforward 
controls monitor input data with the 
purpose of preventing output errors. An 
example is the independent internal 
verification of the recording of transac- 
tions (see Cushing [1975] and Ishikawa 
[1975] for a more complete discussion of 
these concepts). | 

For each process under consideration, 
an error reduction rate is specified. This 
rate is defined as the estimated percentage 
reduction in errors due to the passage of 
input data through this process. À differ- 
ent rate would be specified for each 
possible error type. If the process does 
not address itself to a particular error 
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type, the error reduction rate specified 
would necessarily be zero. The minimum 
error reduction rate goals governing the 
selection of the control system are speci- 
fied by error type. In other words, an 
overall error reduction goal is not re- 
quired. Instead, there is a set of goals 
corresponding to the various error types. 
Error reduction rates, rather than the 
percentage of errors in output, are used 
because these rates are independent of the 
percentage of errors in input data and are 
also independent of the order in which 
controls are used. Both conditions are 
necessary to the formulation of the 
model. Estimated and desired rates of 


error in output may be converted to` 


error reduction rates as explained later 
` in the paper. ` 
The mathematical development of the 
model is presented below in two forms. 
The first assumes a zero-one situation for 
all control processes. In other words, it 
is assumed that each control process 
either is not used at all or is used in its 
entirety. The second formulation assumes 
that one of the control processes is 
continuous, i.e., a fraction of the process 
may be used. For example, in cash 
receipts processing, the separation of 
duties between the cashier and accounts 
receivable clerk is a zero-one control 
' process, while the independent reconcili- 
ation of receipts to charges in the ac- 
counts receivable subsidiary accounts 
may be considered to be a continuous 
process in that less than 100 percent ofthe 
receipts could be reconciled. 
. The methodology of the model is 
basically chance-constrained program- 


ming, as introduced by Charnes and. 
Cooper. [1959], where a minimum proba- 


bility is a constraint to the programming 
problem. In the current application, the 
constraints involve specific quality stan- 
dards (error reduction probabilities) for 
the various error types. In other words, 
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an error reduction goal of 90 percent 
implies that ап -error in system output 
should be prevented with а 90 percent ` 
probability regardless of the error rate in 
system input. The methodology also 
requires a zero-one integer programming 
algorithm in the situation where all con- | 
trol processes are zero-one, or a mixed 
zero-one integer programming algorithm 
when a process is allowed to be continu- 
ous. À mixed zero-one integer pro- 
gramming algorithm developed by Loeh- 
man et al. [1969] is used in applications 
presented in this paper, both in the 
situation where all control processes are 
zero-one and in the. situation where a 
process is continuous. Other computer 
algorithms are readily available and are 
equally satisfactory. For example, Balas 
[1965] and Zionts [1972] present algo- 
rithms for the case where all variables 
are zero-one. - 

For simplicity, the following model 
description is given for three alternative 
control processes and two error types. 
The model can be extended conceptually ` 


` to апу nuínber of processes and error 


types. 


Zero-One Case 


Let 


x, = 0 if process i is not used in {ће 
system | 
x, = lif process iis used. 

e; = error reduction probability of 
process i for error type j, ex- 
pressed as a percentage 

g; = management-set error reduction | 
$ goal for error type j, иш аз 
a percentage 
€; = cost of control process i. 


For the three-process, two-error type ех- 
ample, the optimization problema is: 


Minimize 


суху T €2X5 t €3X3 (1) 
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subject to 
| €y4X4 + 031X3 7. 031X3 — €11621X1X2 

7 €y 103 1X 1X3 — €51€631X5X3 

t 011€21€31X1X2X3 2 04 (2) 
€12X1 +€22X2 + ёз3›Х3—@126››Х1Х2 

77 €12032X1X3 — €25€32X2X3 

+ 013623632X1X3X3 292. (3) 


Expression (1) represents the total cost 
of the internal accounting control system. 
Expressions (2) and (3) are constraints 
specifying that the overall system error 
reduction rate must meet or exceed the 
specified goal for each error type. Expres- 
sions (2) and (3) illustrate the interactive 
nature of the independent control proc- 
esses. Each process has an estimated 
discrete error reduction probability for 
each error type. The calculation 'of the 
estimated overall system error reduction 
probability for each error type requires 
the use of cross product terms, following 
the General Rule of Addition in probabil- 
ity. For example, in the case of two con- 
trol processes, the overall error reduction 
probability is the error reduction proba- 
bility for the first process plus the error 
reduction probability for the second 
process, less the probability the error is 
reduced in both processes, to. avoid 
double counting this probability. 

Each of the estimated error reduction 
rates for the individual processes has an 
implicit probability distribution, and, 
therefore, the overall system error reduc- 
tion rate calculated within the model for 
each error type has a probability distri- 
bution. Inputs to the model are only in 
terms of best discrete estimates. However, 
the underlying probability distributions 
may be analyzed through sensitivity 
analysis, where process error reduction 
rates can be varied to determine the 
effect on the optimal solution. 
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The statistical formulation of the over- 
all system error reduction probability 
requires several product terms, which 
introduces nonlinearity to the program- 
ming problem, in this case polynomials of 
degree one. The number of polynomial 
terms created is 2" —r— 1, where r is the 
number of processes under consideration. 
To retain the linear formulation of the 
problem, the polynomials are redefined 
as follows: 


Ха = ХХ 


Xs = X4X3 
Xg = X2X3 
X4 = X1X2X3 


Now the constraints are in linear form, as 
specified in Expressions (2a) and (3a) us- 
ing the above redefinitions: 

€11X4 + €21X5 + £€31X3 — €411621X4 


— €411€631X5 — £€541€31X6 


+ 0€,1,€210631X? 2 91 (2а) 
€12X1 + €22X2 + €32X3 — €13€22X4 

— €12€632X5 — €22832X6 

+ €12€22€32X7 2 92 (За) 


Constraints must now be added to the 
problem to ensure that the above re- 
definitions hold. Watters [1967] ad- 
dresses this issue for the zero-one case 
and suggests the following: 


If 
— y = the polynomial term of degree one, 
and | 
п = the number of zero—one variables 
in y, à 
then 


and the constraints necessary to ensure 


this identity for y are 
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lx-0-0sy — @ 
Ў ху> пу (5) 
j=1 


For example, for the polynomial 
X4 =X 1X2, the constraints are: 


xı + x2 — 1 < x4 
X, + X, > 2x4 


or 
(x1 + x2)/2 2 x4 2 ху + x2- 1 


According to the definition of x4, when x, 
and х, are zero, x4 must be zero. Using 
Expressions (4) and (5), the constraints 
are 0>х„ > —1. In the zero-one case, 
these constraints limit x, to zero. When 
x, is zero and x, is one, or vice versa, the 
constraints are 1/22 x42z0, which again 
correctly limit x, to zero. When both x, 
and х, are one, the constraints are 
1>x,2>1, and x, is one. 

In the three-process, two-error type 
example, the following constraints are 
added, using the two constraints specified 
in Expressions (4) and (5) for éach poly- 
nomial x, through ху: 


xı + x, — x4 <1 (6) 
X; + Хз = х5 < 1 (7) 
Xa + Хз — Xs < 1 (8) 
X, + Х)+ X3 — X, < 2 (9) 
— ху — % + 2x4 < 0 (10) 
— x, — Хз + 2х5 < 0 (11) 
— х. — хз + 2х6 x 0 (12) 


— xı х) — хз + 3х)<0 (13) 


The following Expression (14) limits 
the variables to zero or one, and when 
combined with (1) (2a) (3a) and (6) 
through (13), the objective function and 
constraints are a complete specification 
of the zero-one case. 
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x€(01) i21,,7 (14) 


The zero-one case described in this 
section requires the use of a zero-one 
integer programming algorithm, such as 
that proposed by Balas [1965] and Zionts 
[1972]. However, a mixed zero-one inte- 
ger programming algorithm, as proposed 
by Loehman et al. [1969] may be used for 
the zero-one case as well as for the case 
where one process is continuous, as de- 
scribed in the next section. 


Continuous Case 


If one process is represented by a con- 
tinuous variable and is included in the 
polynomial y, to retain the definition 


у= |] Ху. 
ј=1 


the following constraints are necessary 


ог each polynomial y which contains the 


continuous variable: 


Yx-G0-05y (15) 


xz»j-lesn (016) 


For example, if. process three is con- 
tinuous, polynomial x;=x,x3 requires 
the following constraints: 

X1 + Хз ~ 1x Xs 

Xi > х5 
When x, and x; are zero, the constraints 
are 0z x5 > — 1, effectively limiting x, to 


zero since the variable is limited to the . 


range zero to one. When x, is zero and x4^ 
is a positive amount less than one, 
02 x5 z (x4 — 1), which again limits x, to 
zero. When x, is zero and x; is one, or - 
vice versa, х; is again constrained to zero. 
When x, is one and x4 is a. positive 
amount less than one, х; equals хз, and 
when x, and хз are one, х; is also one. 
One continuous variable in the prob- 
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lem causes 2' —2'^ t — 1 polynomials also 
to take on continuous values. Each poly- 
nomial requires the above n+1 con- 
straints. 

Assuming that process three is con- 
tinuous, the following constraints replace 
Expressions (11) through (13), above: 


-xi +x; <0 (17) 
-x +x; <0 (18) 
— X4 - xg <0 (19) 
— X4 xg <0 (20) 
= ху +x, <0 (21) 
—x,4x,X0 (22) 
—x,4x,x0 (23) 


Constraints (24) and (25) complete the 
specification of the model: 


x,e(01) i2 1,2,4 (24) 
0<х<1 i23,567 (25) 


Expressions (1), Qa), (3a), (6) through 
(10), and (17) through (25) specify the 
continuous case. 

While the minimum cost solution to 
the optimization problem is the final 
result, it may be preferable from a de- 
cision making viewpoint to provide man- 
agement with a sensitivity analysis of 
quality goals versus system cost: This 
goals-versus-cost matrix will highlight 
the tradeoffs involved and provide a niore 
complete picture of the system design 
. problem. In addition, a sensitivity an- 
alysis may be done to show the impact of 
alternative process error reduction rates 
on the optimal solution, as discussed 
above, to take into consideration the 
uncertainty involved in these estimates. 


AN ILLUSTRATION 


An application in the area of cash 
receipts processing will illustrate the use 
of the proposed model in designing an 
internal control system. The internal 
control processes and error types in- 
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cluded in the illustration are as follows: 


Process 1: Separation of duties between the cashier and 
the accounts receivable clerk. 

Process 2: Monthly statements sent to customers. 

Process 3: Independent internal verification of receipts 
recorded. 


Error type 1: Cash receipts are not properly recorded in 
the accounts receivable control account. 


` Error type 2: Cash receipts are not properly posted to 


subsidiary accounts. 


The following cost information is as- 
sumed: | 


Process 1 2 3 
Созї $70 $85 $80 


Process 3, internal verification of re- 


‚ ceipts recorded, is assumed to have the 


same cost regardless of the error type 
involved. If this were not the case, the 
process would be redefined as two sepa- 
rate processes. 

The estimated costs of the three 
processes are expressed in terms of 
monthly costs, since process 2 occurs 
only once a month. The cost of process 1 
could be estimated by determining the 
monthly savings that would result if there 
was not a separation of duties between 
the handling of cash and the recording of 
accounts receivable. The cost of process 2 
could be estimated by measuring the 
time spent on this task and the supplies 
and postage involved each month. The 
cost of process 3 could be estimated by 
measuring the time spent on internal 
verification each month. Cost estimation 
requires that adequate records be main- 
tained on employee activities. 

The following error reduction rates 
are assumed: 


Error/Process , 1 2 3 
1 0.80 0.50 0.85 
2 0.00 0.90 0.85 


Note that process 1, the separation of the 
handling of cash from record-keeping, is 
- assumed to have no effect on error type 2, 
improper posting to subsidiary accounts. 


| 
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FIGURE 1 
ILLUSTRATIVE DATA FLOW 
Input Data 
1000 items i ; Output Data 
Errorone: 400 errors Process 80 errors Process 40 errors Process б errors — 
` — — — |—> — — 
Error two: 200 errors One 200 errors Two 20 errors Three 3 errors 
Input Data 
1000 items Output Data 


Process 


Error one: 400 errors Я 200 errors Process 30 errors 
— — — —_ 
Error two: 200 errors Two: 200 errors Three 3 errors 


The use of a process which affects only 
one error type illustrates the flexibility of 
the model in handling multiple combina- 
tions of controls and error types. 

. The simplicity of the illustration allows 
an analysis of some of the alternative 
possible control systems by hand, to 
further explain the model equations. 
Assume that the data used as input to the 
system have an estimated error rate of 40 
percent for error type 1 and 20 percent 
for error type 2. Figure 1 shows the flow 
of data through the control processes, 
assuming that the data consist of 1000 
items. Use of all three processes results in 
99.4 percent reliability for error type 1 
and 99.7 percent reliability for error type 


2, or an error reduction rate of 98.5 per- 
cent for each error type. The overall error 
reduction rate for each error type can be 
calculated using Expressions (2) and (3), 
above. For example, for error type 1 the 
calculation is 


.80 + .50 + .85 — (.80)(.50) — (.80)(.85) 
— (.50)(.85) + (.80)(.50)(.85) = 0.985 


Use of processes 2 and 3 results in 97 
percent reliability for error type 1 and 
99.7 percent reliability for error type 2, or 
error reduction rates of 92.5 percent and 
98.5 percent, respectively. Note that the 
reliability and error reduction rates for 
output from the system are the same 


TABLE 1 
ILLUSTRATION RESULTS ALL ZERO-ONE PROCESSES 








Error Reduction Rates 





Achieved 








Goals \ 

Error 1 Error2 7 Error 1 Error 2 
0.985 0.985 0.985 0.985 
0.95 0.90 0.985 0.985 
0.90 0.95 0.925 0.985 
0.85 0.90 0.90 0.90 
0.90 0.85 0.97 0.85 
0.85 0.85 0.85 0.85 
0.80 0.80 0.85 0.85 











Processes Used 


1 2 3 System Cost 
x X X $235.00 
X X X 235.00 
X X 165.00 
X X 155.00 
X X 150.00 
x 80.00 
X 


| 80.00 
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regardless of the order in which the 
processes are used. 

The optimal systems under seven dif- 
ferent sets of quality goals for the error 
types appear in Table 1 under the as- 
sumption that all three processes are 
zero-one. This cost-goal matrix may be 
used by management to choose the 
desired goals. For example, reducing the 
required error reduction rate for error 
type 1 from 0.95 to 0.90 results in a cost 
savings of $70.00. If the quality goal for 
error type 2 is also reduced to 0.90, there 
is an additional $10.00 savings. 

In Table 2, it is assumed that process 3 
is continuous, and may be used in any 
amount from zero to 100 percent. For 
example, a solution which gives process 3 
a value of 0.5 implies that half of the 
recorded receipts would be verified. It is 
assumed either that the actual receipts 
selected for verification have no effect on 
the error reduction rate, or that a method 
of selection is used which agrees with the 
error reduction rate estimated for the 


process. The optimal systems аге deter- : 


mined for the same sets of quality goals 
as the zero -one case. Note that the ability 
to use less than all of process 3 results in 
cost savings in four cases, and actually 
changes the processes used in one case. 
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MODEL ATTRIBUTES · 


Assumptions 


As in previous attempts to model the | 
internal control system, it is assumed 
that the error reduction rate for a particu- 
lar process is independent of any other 
process. Therefore, the error reduction 
rate for a process does not vary with the 
order of input data through the various 
processes. Similarly, the error reduction 
rate is assumed to be independent of the 
quality ofinput data. Unlike the previous 
models, which calculate the probability 
of error in output data [Yu and Neter, 
1973] or the reliability of a system 
[Cushing, 1974], it is not necessary to 
know the error probabilities of data 
entering the control system. However, an 
error reduction goal of 80 percent means 
a 6 percent error rate in output when the 
input error rate is 30 percent, but a 10 
percent error rate in output when the 
input error rate is 50 percent. If the system 
designer wishes to set goals and estimate 
the performance of controls in terms of 
error rates in output, it is necessary to 
know the error rates in input to convert 
to the error reduction rates required for 
the model. 

The cost of a particular control process 


TABLE 2 
ILLUSTRATION RESULTS PROCESS THREE CONTINUOUS 








Error Reduction Rates < 





Goals Achieved 

Error 1 Error 2 Error 1 Error 2 
0.985 0.985 0.985 0.985 
0.95 0.90 0.95 0.95 
0.90 0.95 0.90 0.98 
0.85 0.90 0.85 0.97 
0.90 0.35 0.97 0.85 
0.85 0.35 0.85 0.85 
0.80 0.80 0.80 ' 0.80 


Processes Used 








1 2 3 System Cost 
x X X $235.00 
X X 0.588 202.06 

X 0.941 160.29 

X 0.824 150.88 

X xX . 150.00 
X 80.00 


.941 75.29 
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is assumed to be the same regardless of 
the error type, although the error reduc- 
tion rate for the process may vary with 
error type. Another interpretation of this 
assumption is that the control process 
being followed is the same regardless of 
which error type is under investigation. 
If this is not the case, the control processes 
can be redefined to meet this assumption. 
In the case of a continuous process, the 
cost and the error reduction rate for the 
process are assumed to be linearly pro- 
portional to the percentage of the process 
undertaken. To handle non-linear cost 
functions, a piecewise-linear program- 
ming framework may be used. This 
framework is readily integrated with the 
zero-one integer programming format, 
since the piecewise-linear segments used 
to approximate the nonlinear function 
can be made mutually exclusive by zero- 
one variables. 


Estimation of Input 


The error reduction rates and cost 
information on the processes are speci- 
fied for a fixed period of time, say a 
month, thus allowing for accurate com- 
parison of control processes which are 
performed daily with those that may be 
performed only weekly or monthly. For 
example, in the illustration presented in 
the previous section, the internal verifi- 
cation of receipts recorded may be per- 
formed daily, while the customers' state- 
ments are sent monthly. To facilitate 
comparison of the two processes, the 
estimated error reduction rates and 
process costs would be based on the same 
period of time. The error reduction rate 
for the verification procedure would be 
an estimate of the reduction in errors for 
a month's worth of transactions, and the 
cost of the process would be the monthly 
sum of the daily costs involved. This esti- 
mation procedure is similar to one sug- 
gested by Cushing [1974, p. 35]. 
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The needed input information for the 
model would presumably come from 
historical data obtained both internally 
and through external audits. The cost 
function includes only the actual costs of 
performing the processes. Unlike Cush- 
ing [1974], the costs of correcting errors 
and of uncorrected errors are not in- 
cluded, and the omission of these costs 
may increase the appropriateness of the 
model in situations where such costs are 
not estimable. Information on such costs 
can be used implicitly or explicitly in the 
model, however, as will be discussed later. 

Estimation of error reduction rates for 
a process may be conceptually more 
difficult than estimating the probability 
of error in output from the process. To 
achieve this transformation, knowledge 
of the estimated error rate for raw input 
data (data which have not yet passed 
through any control process) is neces- 
sary. The relationship is as follows: 


let 


5;; = the estimated actual probability 
of error type j in the output from 
process i 

р; = estimated probability of error 

type j in the raw input to the 
system. | 


Then 
(26) 


To translate the required maximum 
probability of an error of a given type 
appearing in output from a system into 
the required error reduction rate, let 


s; = the desired probability of error 
type j in the system output. 


` Then 


(27) 
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FIGURE 2 


RELATIONSHIP BETWEEN ERROR REDUCTION GOAL, 
INPUT ERROR RATE, RELIABILITY 





| 0.2 0.4 , 0.6 0.8 1.0 


Given objective of 90 percent error-free output 


9; 
1.0 


0.75 


0.5 


0.25 





0.1 0.2 


$ 
J 
Given raw input error rate of 20 percent for error type 


Thus, there is a direct relationship be- ^ rates used by the proposed model. A 
tween error probabilities as used by Yu graphic illustration of the relationships 
and Neter [1973] and the error reduction between g,, s} and pj appears in Figure 2. 
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The error reduction rate can also be 
directly related to Cushing's reliability 
measure, if this measure is interpreted as 
conceptually superior and enough in- 
formation is available to compute re- 
liability. Information on error probabil- 
ities and control step probabilities (see 
Cushing [1974, p. 29] for the equation for 
calculating reliability can be used to 
compute the reliability of each control 
process independently for each error 
type, i.e., the reliability of the system after 
the process, assuming the process is un- 
dertaken first. This reliability can then be 
transformed into an error reduction rate 
for the process as in Expressions (26) and 


(27), since by definition 
Sij = 1 Ri; 
where 


R; = reliability of process i with re- 
spect to error type j, assuming 
raw input data 

R, = desired overall reliability of a 
system with respect to error 


type j. 
Then 
ej = pi- (l — Ry) (28) 
| Pj 
and 
9; = p; - (1 — К) (29) 
Pj 


In summary, if the use of reliability 
estimates or estimates of the error in out- 
put is preferred to the direct estimation of 
error reduction rates, the following, steps 
are necessary: (1) estimate the probabil. 
ity of each error type j in the raw input to 
the system, (2) estimate the actual prob- 
ability of each error type j in the output 
from each process, and the desired prob- 
ability of each error type j in the system 
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output, (3) convert the estimates made іп 
steps (1) and (2) into estimated error 
reduction rates and goals using Equa- 
tions (26) and (27), and (4) use the esti- 
mates from step (3) as the e; and g; 
parameters in model Expressions (2a) 
and (3a). | 
Advantages and Extensions 

The obvious advantage of the pro- 
posed model is that it is an optimization 
model and thus avoids the trial-and- 
error method of solution. In addition, the 
model is flexible in accommodating alter- 
native situations. One of the control 
processes can be defined as continuous. 
The model can be expanded, within the 
limits of the computer algorithm used, to 
encompass any number of processes and 
error types. À process may be able to 
detect all error types or only a subset of 
error types. 

The overall error reduction rate for the 
system, unlike reliability, is independent 
of the order of processes used. This factor 
eases computational difficulty. It is not 
necessary that any specific ordering of 
processes be required. However, if it is 
imperative that a given process precede 
another, then the additional constraint 
may be easily incorporated into the 
model. In the example described above, © 
if it is necessary that process 1 precede 
process 2 whenever process 2 is used, the 
following constraint would be added to 
the model: 

—X, +X, <0 (30) 


Like Yu and Neter [1973], but unlike 
Cushing [1974], the proposed model does 
not combine the error reduction rates for 
various error types into an overall error 
reduction rate for a process or as a 
quality goal. This approach prevents the 
automatic offsetting of a high error 
reduction rate for one error type against a - 
low rate for another error type, a result 
which may not be in agreement with man- 
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agement's objectives. From an auditing 
standpoint, judgment of the internal con- 
trol system with respect to individual 
error types is necessary in planning the 
audit, and therefore an overall measure of 
error reduction would be less useful for 
this purpose than a separate evaluation of 
the system by error type. However, a 
fairly easy modification in the proposed 
model would allow for the inclusion of a 
total error reduction requirement if de- 
sired. The overall error reduction rate for 
a system is a weighted average of the 
error reduction rates for each error type. 
Each individual error reduction rate for 
an error type is weighted by the estimated 
proportion that errors of this type are to 
total errors in the input data to the sys- 
tem. In the three-process, two-error type 
example outlined above, the following 
constraint would be added to the model: 








Р (611X4 t 021X2 +63153 — €11621X4 
PitP2 
—€11€31X5 7 ё21631Х6 
+4 102163 1X7) 
ee (12i + 622X25- €32X3 
7 612€622X4.— C1 2€32X5 — ё22@32Х6 
+ €12€22€32X7) 29 (31) 


where g=the overall error reduction 
goal. 

The input information needed for the 
model can be made.as simple or complex 
as is permitted by the data available. As 
discussed above, both Yu and Neter's 
error probabilities [1973] and Cushing's 
reliability measure [1974] can be easily. 
converted into the error reduction rates 
used in the model, and, therefore, error 
reduction rates have the same informa- 
tion value as these alternative measures. 
The only information not explicitly in- 
cluded in the proposed model which ap- 
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pears in the previous models is in Cush- 
ing's expected cost function [1974, p. 30]. 
While the proposed. model includes only 
the actual cost of each process, Cushing's 
expected cost function also includes the 
cost of correcting errors and the cost of 
uncorrected errors. These costs may be 
implicitly incorporated into the proposed 
model through the selection of the mini- 
mum error reduction rate goals. For ex- 
ample, if the cost of an uncorrected error 
ofa particular type is perceived by man- 


agement as being relatively high, the 


minimum quality goal would be set 
higher. A high cost of correcting an error 
type. would tend to reduce the quality 
goal. 

An alternative is to incorporate. ex- 
plicitly the costs of correction and the 
costs of uncorrected errors in the objec- 
tive function of the model, requiring 
estimates of the number of input errors, 
the cost of correction, and the cost of 
uncorrected errors of each type. In the 
three-process, two-error type case, the 
objective function would be: 


minimize 

суху Сх + C3X3 - p,INK,ER, 
+p,Nk,ER,+ p,Nm,(1—ER,) 
+p,Nm,(1—ER,) 


where 


(32) 


k,=cost per error of correcting error 
typej ` | 
m;=cost per error of uncorrected 
error type j 
N «number of input transactions per 
time period covered 
ER;-overall system error reduction 
rate for error type j 
—€jX, + €5X5 t+ €3 X3 — €1j€5 X4 
Ta £€1j€3jXs a €5j€3jX6 + 
£€1j€2j€3jX7 
`- A major advantage of the model is that 
it structures the decision-making process 
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for internal control system design and 
evaluation. In assessing the system, man- 
agement and the auditor must follow 
procedures similar to those outlined by 
the Special Advisory Committee on In- 
ternal Accounting Control [AICPA, 
1979a]. Specific objectives must be estab- 
lished in each: classification of transac- 
tions, e.g., error reduction or reliability 
goals. Each control process must be 
evaluated with respect to the specific 
objectives identified for it. An estimate 
of the cost of each process is necessary for 
а comparison of costs versus benefits. The 
proposed model then calculates the opti- 
mal control system based on these 
judgments, and provides further docu- 
mentation of the decision-making 
process. 


Limitations 


The accuracy of the results from the 
model is dependent on the accuracy of the 
input data on error reduction rates and 
costs. The company should have suffi- 
cient historical data to estimate error 
reduction rates for unintentional errors 
in output. However, as Bodnar [1975] 
points out, information on intentional 
errors such as embezzlement may be 
more difficult to obtain. In such a case, 
application of the model may be limited 
' to the control of unintentional errors. 

In certain situations, the assumptions 
of the model may not be appropriate. 
For example, the cost and error reduc- 
tion rates for a continuous process may 
not be proportional to the fraction of the 
process undertaken. Therefore, the as- 
sumptions must be scrutinized carefully 
before the model is applied. 

The model can allow for only one 
continuous control process, due to the 
necessity of maintaining linear functions. 
More than one continuous process would 
require a non-linear, mixed zero-one 
integer programming algorithm, which 
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is not readily available in the current 
state of the art. 

As the number of control processes 
under consideration increases, the num- 
ber of constraints which must be added 
to handle the polynomial terms increases 
at an accelerated rate. As a result, even 
the largest programming algorithms 
currently available place limits on the 
number of processes that can be consid- 
ered. One practical resolution to this 
dilemma is to discard added polynomial 
terms when their greatest potential effect 
is considered to be insignificant. For 
example, an eight-term polynomial with 
€,,70.7 forall i=1, 2, ..., 8 anda given 
error type j will have a maximum value 
of 0.058 when all eight processes appear 
in the final solution, and a minimum 
value of zero if one or more processes are 
not used. If the polynomial is eliminated 
from the model specification, the addi- 
tional constraints used to define the 
polynomial which are also eliminated 
are two in the case where all the processes 
are zero-one, and nine in the case where 
one of the processes is continuous. 


Applications 


In addition to the obvious application 
to control system design, the model may 
also be useful in external auditing, where 
the second generally accepted auditing 
standard for field work cites the impor- 
tance of internal control assessment in 
determining the audit scope [AICPA, 
1973, sec. 320.06], and where assessment: 
of the effectiveness of the overall internal 
control system may soon be required. 
One output of the model is a set of system 
error reduction rates for the error types 
covered, consisting of the combination of 
the input error reduction rates of the 
control processes included in the optimal 
system. Combined with estimates of the 
error rates in the input data, an estimate 
of the error rates in the system output is 
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derived, using Expression (27) above. 
This measure can be useful in assessing 
the degree of reliance to be placed in the 
internal control system, and in evalu- 
ating the system as a whole. If the esti- 
mates of the error reduction rates for the 
processes are based on both the design of 
the processes and estimated compliance 
with that design, the model may be used 
for overall evaluation of the system. If 
the error reduction rate estimates are 
based only on design, the auditor may use 


the model to evaluate the effectiveness of . 


the system’s design before undertaking 
compliance testing. In this manner, eval- 
uation of design and compliance may be 
separated. 


More directly, the estimates of error 


rates may be useful in tests of details. 
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the individual processes are estimated. 
The prior distribution of population 
errors can therefore be based on an 
evaluation of system design, or system 
design and compliance, as the auditor 
chooses. 


SUMMARY 
This paper has proposed an optimiza- 
tion model for the design and evaluation 
of the internal control system. Its major 
advantage is that it is an optimization 
model and is therefore more useful for 
system design than previous modeling 


_efforts, which have concentrated on the 


Bayesian statistics in auditing require - 


that a prior distribution of population 
errors be estimated by the auditor before 
a sample is taken. Then, using the result 


ofthe sample and the prior distribution,a . 


posterior probability distribution of er- 
rors is obtained.! Even in classical sam- 
pling theory, an estimate of population 
errors prior to sampling is useful in 
setting confidence intervals and sample 
size. The proposed model may be useful 
in setting up the prior distribution. Again, 
the estimates of error probabilities in 
system output may be the result of an 
assessment of system design alone, or of 


design and compliance, depending on - 


how the input error reduction rates for 


evaluation problem. The model is also 
useful from a pragmatic point of view, in 
that the information needed for a solu- 
tion is minimal and easy.to understand, 
but may be made as detailed as desired, 
subject to data availability, and in that 
calculation of a solution is made easier 
by use of a readily available computer 
algorithm. | 

The design and evaluation of the in- 
ternal control system is important both 
for management and for the external 
auditor. The use of. models such as the 
one proposed in this paper should pro- 
vide an element of structure and objec- 
tivity to the problem which has been 
lacking in the past. 


! See Kraft [1968], Tracy [1969], and Smith [1972], 
for example, for a more complete discussion of Bayesian 
statistics in auditing. 
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Role Conflict, Role Ambiguity, and 
Organizational Climate in a Public 
Accounting Firm 


Phillip T. Senatra 


ABSTRACT: This is a study of perceived role conflict and role ambiguity by audit 
seniors in a large public accounting firm. Drawing on role theory, a model was developed 
to act as a framework to analyze both the potential consequences and sources of role 
conflict and ambiguity. Hypothesized relationships were tested by the use of Pearson 
product- moment correlations and multiple regression. Both role conflict and ambiguity 
were found to be significantly related to several adverse consequences. Significant rela- 
tionships were also found between role conflict and ambiguity and specific measures of 
the organizational climate of the CPA firm which were. hypothesized to be potential 


sources of role stress. 


HE public accounting profession has 
been characterized as one which has 
the potential for conflict and am- 
biguity [Sorensen and Sorensen, 1974; 
Montagna, 1974; Schultz, 1974; Baker, 


1977]. The potential effects of conflict - 


and ambiguity are costly, not only to the 
individual in terms of emotional conse- 
quences such: as high job-related tension 
and low job satisfaction, but also to the 
organization in terms of lower quality of 
performance and higher turnover. Yet, 
little effort has been made to analyze the 
relationships between role conflict and 
ambiguity experienced by members of 
the public accounting profession and the 
potential sources and consequences of 
role stress. 

The Cohen Commission Report 
[AICPA, 1978, p. 118] recommends 
undertaking studies to determine the 
extent of conditions affecting the per- 
formance of audit personnel and the 

. effects on the firms’ practices. The pur- 
pose of this investigation is to examine 
the consequences of role conflict and 
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ambiguity experienced by audit seniors 
and to identify conditions in the organi- 
zational climate of a CPA firm which 
have the potential to contribute to role 
conflict and ambiguity. The audit seniors’ 
role was selected for study because 
seniors occupy both a boundary and a 
middle position in the organization where 
there is a high potential for conflict and 
ambiguity, and retaining sufficient com- 
petent senior personnel is a problem for 
CPA firms. Implications of the findings 
for CPA firms and accounting educators 
will be considered. i 


THEORETICAL MODEL 


‘Figure 1 presents a theoretical model 
for this study. The focal variables of the 
model are the perceptions of role conflict 
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FIGURE Í 
THE THEORETICAL MODEL 
Potential 

Potential Sources of Role Consequences of 

Conflict and Role Ambiguity Role Conflict 

from the Organizational | and \ 
Role Perceptions Role Ambiguity 


Climate of the CPA Firm 
. Violation in Chain 
of Command 


. Formalization of Rules 
and Procedures ` 


. Emphasis on Subordinate 
Personnel Development 


. Tolerance of Error 


. Top-Management 
Receptiveness 


>. Adequacy of Work 


Coordination 


. Decision 
. Timeliness 


. Information 
Suppression 


. Adequacy of 
Authority 


. Adequacy of 
Professional 
Autonomy 


and role ambiguity experienced by audit 
seniors. The term role conflict is defined 
by, Wolfe and Snoek [1962, р. 103] as 

. thesimultaneous occurrence af two 
(or more) sets of pressures such that com- 
pliance with one would make difficult or 
impossible compliance with the other.” 
Role ambiguity can be defined as the 





1. Job-related. 
Tension 


Role Conflict 


- 2. Job 
Satisfaction 


Role Ambiguity 


3. Propensity to 
Leave the : 
Organization 


+ = Positive Relationships 


—.= Negative Relationships 


absence of adequate information whidi 
is required in order for persons: to ac- 
complish their role in a satisfactory man- 
ner [Kahn et al., 1964, pp. 21-23]. This 
study concentrates on the seniors' role 
relationships with superior and subordi- 
nate role senders within the organiza- 
tional climate of a CPA firm. 
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Potential Consequences of Role Conflict 
and Role Ambiguity 


Three potential consequences of role 
conflict and role ambiguity are job- 
related tension, job satisfaction, and 
propensity to leave the organization. The 
best-documented consequences of role 
conflict and ambiguity for other occupa- 
tional groups are increased job-related 
tension and lower job satisfaction [Kahn 
et al., 1964; Tosi, 1971; Lyons, 1971; 
House and Rizzo, 1972a; Johnson and 
Stinson, 1975; Brief and Aldag, 1976; 
Miles, 1976]. In a study of accountants 
employed at all levels of four national 
public accounting firms, Sorensen and 
Sorensen [1974] found accountants’ role 
conflict (between bureaucratic and pro- 
fessional norms) to be positively related 
to intention to leave and job dissatis- 
faction. 

Numerous other consequences could 
also be presented. However, the three 
variables selected are potentially related 


to important problem areas confronting | 


public accounting firms, such as quality 
of performance and turnover. Although 
linkages between role conflict, role am- 
biguity, performance, and turnover re- 
quire additional empirical investigation, 
prior research has found role conflict and 
ambiguity to be associated with lower 
confidence in the organization [Kahn 
et al., 1964], lower perceptions of organi- 
zational effectiveness [House and Rizzo, 
1972a], unfavorable attitudes toward 
role senders [Miles, 1975; Miles and 
Perreault, 1976], lower assessments of 
job performance [Getzels and Guba, 
1954; Brief and Aldag, 1976], and in- 
creases in errors [Sales, 1972]. 
Potential Sources of Rale Conflict and 
Role Ambiguity 
Faircloth and Carrell [1978] found 
Њаќ partners have a higher estimation 
than seniors of the quality of the firms' 
procedures in many areas. Other re- 
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searchers found differences in the per- 
spectives and attitudinal orientations of 
the individuals occupying various levels 
in the organizational structure of the 
CPA firm [Sorensen and Sorensen, 1972; 
Sorensen et al., 1973]. If, as evidence 
indicates, these attitudinal differences 
are growing [Sales, 1972, p. 56], the 
potential for increasing role conflict and 
ambiguity exists. 

Kahn et al. [1964], Rizzo et al. [1970], 
House and Rizzo [1972a], and Caplan 
et al. [1975] found that role conflict and 
ambiguity result from the inability of 
individuals to comprehend fully the 
organizational complexities of their firm, 
from difficulties with interpersonal rela- 
tions, from formal and informal organi- 
zational practices, and from the adequacy 
or inadequacy of the communication 
processes. In large professional organi- 
zations, additional stress can result from 
conflict between professional and bu- 
reaucratic norms [Sorensen and Soren- 
sen, 1974] and from the professionals’ 
desire for adequate professional au- 
tonomy [Lengermann, 1971]. 

Role conflict and ambiguity can there- 


fore be seen as resulting from stressful 


conditions which are perceived to exist 
by seniors in CPA firms. The model in 
Figure | uses the following specific mea- 
sures of organizational climate as per- 
ceived by audit seniors as independent 
variables: 


1. Violations in chain of command: 
the degree to which the chain of 
command is bypassed in the firm 
resulting in the potential for in- 
compatible orders or expectations 
from more than one superior. 

2. Formalization of rules and pro- 
cedures: the degree to which per- 
formance standards, standard 
practices, policies, and position 
responsibilities are formalized ex- 
plicitly. 
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3. Emphasis on subordinate person- 
nel development: the degree to 
which seniors are expected to train 
and guide assistants and how well 

_ they are rewarded for it. 

4. Tolerance of error: the degree to 
which errors are dealt with in a 
supportive, learning manner rather 
than in a threatening, punitive, 
blame-oriented manner. 

5. Top-management receptiveness: 
the degree to which superiors listen 
to and respond to ideas and sug- 
gestions. 

6. Adequacy of work coordination: 
the degree to which inter-related 
work activities are coordinated 
'and how well other divisions of the 
firm are supportive and provide 
assistance. 

7. Decision timeliness: the degree to 
which superiors respond to prob- 
lems and make timely decisions. 

8. Information suppression: the de- 
gree to which superiors and sub- 
ordinates withhold relevant infor- 
mation. 

9. Adequacy of authority: the degree 
to which seniors have: enough 
authority to make necessary de- 
cisions and handle work problems. 

10. Adequacy of professional auton- 
omy: the degree of freedom which 
seniors have to exercise their own 
professional judgment. 


The relationships proposed in the 
model are stated in the following research 
hypotheses: 


I. Personal consequences are signifi- 
cantly related to role conflict and 
role ambiguity in the direction indi- 
cated: 


1. Job-related tension (+) 

2. Job satisfaction (—) 

3. Propensity to leave the organi- 
zation (+) 
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II. Specific measures of organizational 
climate are significantly related to 
role conflict and role ambiguity in 
the direction indicated: 


1. Violations in chain of com- 
mand (--) 
2. Formalization of rules and 
procedures (—) 
3. Emphasis on subordinate per- 
sonnel development (—) 
4. Tolerance of error (—) 
5. Top-management receptive- 
ness (—) 
6. Adequacy of work coordina- 
tion (—) 
. Decision timeliness (—) 
. Information suppression (+) 
. Adequacy of authority ( —) 
. Adequacy of professional au- 
tonomy (—) 


— 
Ф oo м 


The results of this study must be con- 
sidered in the light of limitations of the 
model. A limitation of many studies of 
human behavior in organizations is the 
number of relevant variables examined. 
The role set of an audit senior includes 
many complex personal relationships 
both within the CPA firm and with rolé 
senders external to the firm which may 
contribute to stress [Montagna, 1974; 
Sorensen and Sorensen, 1974; Baker, 
1977]. This study is limited to an exami- 
nation of interpersonal role relationships 
occurring within the organizational con- 
text ofthe firm. 

Lichtman and Hunt [1973] proposed 
that role conflict and ambiguity result 
due to the objective properties of organi- 
zational structure, and as a perceptual 
reaction of the role incumbent which may 
or may not correspond with the actual 
situation. This study, as with most studies 
of role conflict and ambiguity, has used 
only perceptual measures, with the result- 
ing limitation that personal and struc- 
tural variables may be confounded. . 

The sample for this study was drawn 
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from only one CPA firm. Therefore, the 


findings are representative only to the 
extent that the organizational climates of 
CPA firms are similar. Montagna [1974, 
р. 94] stated that, at least with regard to 
informal internal rules, there is very little 
difference in behavior from one firm to 
the next. 


RESEARCH METHODOLOGY 


To test the relationships proposed in 
the model, a questionnaire was dis- 
tributed to all audit seniors in eight 
offices of one Big Eight public accounting 
firm.! The office size ranged from ap- 
proximately 30 to over 150 professional 
staff, with one-half of the seniors working 
in offices maintaining a professional 
staff of 60 or more. Questionnaires were 
returned by 88 of the total of 107 seniors 
for a response rate of 82 percent.? No 
follow-up mailing 'was conducted since 
the questionnaires were completely anon- 
ymous. An examination for non-response 

‘bias failed to identify any significant 
differences between early and late re- 
spondents [Oppenheim, 1966]. Since 
non-response was relatively small, this 
finding would support the lack of any 
significant non-response bias. 

Subjects responded to questionnaire 
items using a one-to-five scale, with each 
value representing an appropriate verbal 
response for the variable being measured. 
The questionnaire contained 103 items 
which were combined into 29 variables 
for analysis. The instruments employed 
to measure each of the variables were as 
follows. 

The measures of role conflict and role 
ambiguity were developed by Rizzo 
et al. [1970]. Their questionnaire is 
applicable to a wide variety of managerial 
positions or to those positions in which 
the incumbent enjoys some degree of 
autonomy. The measure of job-related 
tension was drawn from the anxiety- 
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stress questionnaire used by House and 
Rizzo [1972a]. The job satisfaction scale 
was adapted from a questionnaire de- 
veloped by Bullock [1965]. Propensity 
to leave was measured by asking the 
respondents to indicate their intention 
to leave or stay with the firm. 

Nine a priori variables were developed 
to provide specific measures of the char- 
acteristics of the organizational climate. 
These variables are a modified version of 
a measurement of organizational prac- 
tices developed by House and Rizzo 
[1972b]. They were modified to fit a pro- . 
fessional audit organization based upon a 
literature review [White and Hellriegel, 
1973; Fetyko, 1972], and upon discus- 
sions with audit firm seniors. 

To measure professional autonomy, 
certain professional duties and responsi- 
bilities of an audit senior, as described in 
the staff personnel policies of a public 
accounting firm, were listed. For each 
item, the: respondents were asked to 
indicate to what extent they have the 
freedom to exercise their own profes- 
sional judgment in carrying cut the re- 
sponsibility. 

АП variables other than the measures 
of the organizational climate have been 
used extensively in other studies with 
acceptable reliability and validity. Tests 
of the original measures of the organi- 
zational climate for construct validity 
found the variables met requirements for 
convergent and discriminant validity 
[House and Rizzo, 1972b]. After modifi- 
cation, the content validity of the vari- 
ables was examined by use of a pilot 
study. Also, the measurement instru- 
ments were reviewed by a psychologist 


! The identity of the firm is confidential. Efforts to 
persuade other firms to participate in the study were 
unsuccessful in part because “some of the questions are 
too sensitive.” 

- ? Kerlinger [1973, p. 414] noted that an 80 percent 
response rate in questionnaire studies generally may be 
considered satisfactory. 
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and members cf the public accounting 
profession for representativeness and 
applicability to the audit senior position. 
Construct validity was supported by the 
consistent manner in which the variables 
correlated in the predicted directions 
with other variables and by the similarity 
of the patterns of relationships among the 
variables to the House and Rizzo studies 
[1972a, 1972b]. 

Internal consistency for each multi- 
item variable was evaluated by the 
Spearman-Brown reliability method. Re- 
liabilities were acceptable for the testings 
of relationships. However, some scales 
had less than four items, and reliability 
could be improved by lengthening the 
scales. 

The hypothesized relationships were 
tested by Pearson product-moment cor- 
relations and multiple regression. The 
zero-order correlations (r) are reported 
to allow an examination of the direction 
and strength of each relationship between 
the independent and dependent variables. 
Tests of statistical significance for r are 
not reported since multiple univariate 
tests may result in unreliable alpha levels. 

Multiple regression is used in a descrip- 

буе manner and not to predict role per- 
ceptions. The emphasis is on the exami- 
nation of particular relationships within 
a multivariate context. The squared 
multiple correlation coefficient (R?) will 
be used to describe the proportion of 
variation in role conflict and role am- 
biguity explained by the set of indepen- 
dent variables. The standardized partial 
regression coefficients (BETA) will be 
used to examine the relationships be- 
tween role conflict and role ambiguity 
and the specific independent variables 
while controlling for the confounding 
effects of all the other independent vari- 
ables [Nie et al., 1975, pp. 320-322]. The 
standard F test is used to test the partial 
regression coefficients for significance 
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[Nie et al., 1975, p. 338]. 

The intercorrelations between the inde- 
pendent variables are all less than .46. 
Since multicollinearity is usually a prob- 
lem in studies of this type, no attempt is 
made to assign importance to the relative 
strengths of the independent variables. 


RESULTS OF THE STUDY 


Hypothesis I predicted that high levels 
of both role conflict and role ambiguity 
would be significantly related to high 
job-related tension (4-), low job satis- 
faction (—), and a high propensity to 
leave the firm (+). The results in Table 1 
indicate that all relationships are in the 
predicted direction, but only the relation- 
ships between role conflict and job-re- 
lated tension, and between role ambiguity 
and job satisfaction are statistically 


significant. 


TABLE 1 
MEASURES OF THE RELATIONSHIPS BETWEEN ROLE 
CONFLICT, ROLE AMBIGUITY, AND THEIR 
POTENTIAL CONSEQUENCES 


Role Conflict Role Ambiguity 


Consequences r BETA r BETA 


1. Job-related tension .55 .46** 31 12 
2. Job satisfaction —.37 —.06 —.46  —.36* 
3. Propensity to leave .39 14 .38 04 


*=.001<р<.01. 
**=рх<\001. 


The zero-order correlations between 
role conflict, role ambiguity, and pro- 
pensity to leave are high, but when 
multiple regression is used to adjust for 
the effects of other consequences, the 
BETAs for propensity to leave are not 
Statistically significant. Audit seniors 


3 Parametric statistics were employed although the 
data may be considered ordinal scale. To determine if 
non-parametric methods would yield comparable re- 
sults, Kendall's tau was also employed to test the rela- 
tionships. No differences in tests for significance were 
found between the Kendall and Pearson correlations. 
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TABLE 2 


MEASURES OF THE RELATIONSHIPS BETWEEN ROLE CONFICT, ROLE AMBIGUITY, AND THEIR 
POTENTIAL SOURCES FOUND IN THE ORGANIZATIONAL CLIMATE OF THE FIRM 




















Role Conflict Role Ambiguity ` 
Measures of the Degree of: r BETA r BETA 
1. Violations in chain of command 51 dytec 37 .16* 
2. Formalization of rules and procedures —.40 —.21* —.49 —.07 
3. Emphasis on subordinate personnel development —.23 —.03 —.36 —.11 
4. Tolerance of error —.26 —.06 — 23 —.04 
5. Top-management receptiveness —.24 .09 —.54 > .18* 
6. Adequacy of work coordination —.26 —.02 —.50 -.l4 
7. Decision timeliness —.37 —.15 —.52 —.17* 
8. Information suppression .51 .38** 42 .00 
9. Adequacy of authority —.25 .15 —.63 -.30** 
10. Adequacy of professional РЕКОЙ —.11 —.02 —.38 —.11 
Role Conflict R? =.49(R? =.43); N=88; F=7.52** 
Role Ambiguity А? =.63(R? = .59); N=88; F=13.34** 
* = 0l<p<.05. 
**=p<.001. 


possibly view role conflict as an inherent 
part of the job, and because Ше conflict 
is expected, it may not result in job dis- 
satisfaction or a propensity to leave. 

Hypothesis II predicted significant 
relationships between role conflict, role 
ambiguity, and their potential sources 
from the organizational climate of the 
CPA firm. Table 2 presents the zero- 
order correlations between each inde- 
pendent and dependent variable (r) and 
the standardized partial regression, co- 
efficients (BETA). All of the relationships 
are in the predicted direction. 

The squared multiple correlation co- 
efficients adjusted for the number of 
independent variables (R?) [Kerlinger 
and: Pedhazur, 1973, p. 283] are .43 for 
role conflict and .59 for role ambiguity. 
Both are statistically significant, as indi- 
cated by the F ratio, at the .001 proba- 
bility level. Thus, the set of ten variables 
representing perceptions of specific mea- 
sures of the organizational climate of the 
CPA firm explained 43 and 59 percent, 
respectively, of the variation in role con- 
flict and role ambiguity experienced by 


audit seniors. The unexplained variance 
could be due to inadequacy in measuring 
the organizational climate, and also 
because the determinants of role. conflict 
and ambiguity may arise from other role 
relationships such as relations with 
clients. . 

Tests of the individual BETAs indicate 
that three potential sources are signifi- 
cantly related to role conflict and four 
potential sources are significantly related 
to role ambiguity. The only potential 
source significantly related to both role 
conflict and role ambiguity was “‘viola- 
tion in chain of command.” These find- 
ings are consistent with role theory, which 
considers ‘that role conflict and role 
ambiguity may emanate from the same 
source, but in other situations the sources 
of conflict and ambiguity may be sepa- 
rately identified [Kahn et al., 1964]. 


IMPLICATIONS-FOR CPA FIRMS AND 
ACCOUNTING EDUCATORS 


An examination of the consequences 
of role conflict and ambiguity provided 
support for the contention that the diffi- 


Senatra 


culties which people have with their 
organizational roles increase as conflict 
and ambiguity increase. One of the ways 
.to reduce role stress is to eliminate the 
. Stress-producing element. Seniors often 


have the opportunity to accept a different — 


position. Due to the importance of the 
role of the senior and to the high cost of 
training, it is imperative that firms retain 
competent personnel. The relationships 
observed between role conflict, role 
ambiguity, and adverse personal conse- 


` quences indicate that perhaps the con- 


ventional explanations for turnover 
(excessive travel, inadequate salary, etc.) 
are incompleté, and an examination of 


: other factors needs to be undertaken with 


the. eventual goal of modifying those 
factors over which the firm can exercise 
some control. 

A significant percentage of the varia- 
ation in conflict and ambiguity perceived 
by audit seniors was explained by using 
measures of the organizational climate. 
Most of the specific variables signifi- 
cantly related to stress arose from various 
facets of the relationship between seniors 
and their superiors. Although some stress 


.is unavoidable in the senior's role, the 


degree of stress experienced by seniors 
may be reduced if superiors could be 
made aware of which characteristics of 
the organizational climate are signifi- 
cantly related to conflict and ambiguity. 


Based upon the relationships observed, : 


some specific suggestions for reducing 
stress can be made. First, firms should 
make an effort to reduce violations in 
chain of.command which result in in- 
compatible orders or in different expec- 
tations from more than one superior. 
Second, superiors. should Бе more 
receptive to ideas and suggestions from 
seniors, they should make timely re- 
sponses to seniors' problems, and they 
should insure that seniors do not perceive 
that relevant information about the 
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seniors' responsibilities and performance 


. is being suppressed. Also, seniors must 


be given adequate authority to perform 
their role. 

Third, explicitly formalized rules and 
procedures should be associated with 
lower levels of role conflict. The findings 
by Montagna [1974] of unwritten infor- 
mal rules in the organizational climate of 
CPA firms indicates that the extent to 
which these rules are unrecognized cre- 


ates the potential for conflict. Formaliz- 


ing these unwritten rules may be another 
means to reduce stress. 

Fourth, firms should conduct staff 
development programs focusing on the 
issues identified in this study. These 
meetings should not be run along the 
usual lines of authority. Efforts should 
be made to strengthen interpersonal 
bonds between seniors and their supe- 
riors since this has been found to help 
minimize conflict and ambiguity [Kahn 
et al., 1964]. 

The potential sources of stress repre- 


.sented by the variables which did not 


attain significance should not be dis- 
carded until this research is. replicated 
with larger and more representative 
samples. For example, inadequacy of 
professional autonomy was not found to 
be a significant source of stress. This. 
result could be due to the fact that in the 
firm selected for study the professional : 
autonomy scores were consistently high. © 
Such a climate may not exist in all firms. 
Additionally, researchers should in- 
vestigate variables which may intervene 
between the sources and perceptions of 
role conflict and ambiguity and between 
the perceptions and consequences. For 
example, organizational level was found 
by Sorensen and Sorensen [1974] to 
modify the degree of ‘conflict experi- 
enced by CPAs as a result of incongrui- 
ties between professional and bureau- 


_ cratic norms. 


602 


There are also implications for ac- 
counting educators. Specifically, in- 
credsed attention should be devoted by 
the academic community to understand- 
ing the problems faced by professionals 
working in complex organizations. This 
study indicates that the demands of the 
organizational climate can have a major 
effect on the functioning of professionals. 


Some authors have recommended that _ 


firms seek out personnel whose role con- 
ceptions are compatible with the organi- 
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zation [Sorensen and Sorensen, 1972]. 
On the contrary, graduates should not be 
encouraged to accept their environment, 
but should be taught to recognize organi- 
zational and communication problems 
and how to improve them. In this way, 
CPA firms may be encouraged to make 
needed changes. The goal is not neces- 
sarily the elimination of stress, but the 
containment of stress at levels which are 
tolerable and low in cost for the individ- 
ual and the organization. 
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A Semantic Meaning Analysis of the 


Ultimate Proposition to be Verified 
by Independent Auditors 
Yoshihide Toba 


ABSTRACT: There has been no essential agreement, even within the accounting pro- 
fession, as to what the phrase “present fairly" in an auditor's report means. This paper 
notes that this problem is epistemic in nature and is associated with the question “how 

: can auditors obtain knowledge as to the ultimate proposition?" Our primary goal is to 
establish a well-grounded and more sophisticated verification model for use by inde- 
pendent auditors. Such a model should provide effective solutions for the critical problem 
at issue. After we discuss a certain philosophical concept, "explication," which lends a 
theoretical foundation to our verification model, we will, first of all, "translate" the mean- 
ing of the ultimate proposition under a normal audit into a set of subsidiary propositions 
by virtue of explication, for the purpose of establishing the premise which governs the 
entire structure of the verification process. Second, we analyze and conclude what is 
implied or suggested by the three basic features (creative, stipulative, and imperfect) of 
explication in cur proposed verification model. | 


HE ultimate proposition to be tested 
under a typical éxamination of 

. financial statements by independent 
auditors at the present time (referred to 
as "a normal audit") is that financial 
statements present fairly the financial 
position of a company under review and 
the results of its operations and changes in 
its financial position since “‘ [t]he objective 
of the ordinary examination of financial 


statements by the independent auditor is . 


the expression of an opinion on the fair- 
ness with which they present financial 
position, results of operations, and 
changes in financial position in con- 
formity with generally accepted account- 
ing principles" [AICPA, SAS No. 1, 
1972, AU Section 110, 01]. This is the 
proposition on which independent audi- 
tors must assume full responsibility for 
their professional opinion. ·. 

A pressing problem that auditors have 
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faced and will probably face iri terms of 
their potential future liability is: How 
should the meaning of the phrase “‘pre- 
sent fairly" be understood in relation to 
the phrase “іп conformity with generally 
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accepted accounting principles?" We 
have long recognized the necessity of 
clarifying the meaning of “present fairly" 
not only to verify the ultimate proposi- 
tion but also to communicate the mean- 
ing of "present fairly" correctly to the 
readers of auditors' reports. And we have 
been more or less engaged in operational- 
izing the meaning of fairness in presenta- 
tion of financial statements, but without 
decisive success. The meaning of “present 
fairly" is vague and has been interpreted 


. ina number of different ways, as empiri-: 


cally demonstrated by Briloff [1967, pp. 
16-17]. 

For instance, the accounting profes- 
sion (in particular, the AICPA’s official 
pronouncements) has been basically con- 
sistent in interpreting that "fairness is 
considered within the framework of 
generally accepted accounting principles" 
[Blough, 1958, p. 76], and more currently, 
that “ ‘fairness’ of the overall presenta- 
tion of financial statements should be 
applied within the framework of gener- 
ally accepted accounting principles" 
[AICPA, SAS No. 5, 1972, AU Section 
411, 03]. This interpretation emphasizes: 


There is no inherent "truth" in financial 
reporting and fairness can, therefore, be 
nothing but meeting defined norms. There 
can be no standards for fairness beyond 
generally accepted accounting principles and 
without standards the term has no effective 
meaning [Burton, 1975, pp. A-13, A-14]. 


The meaning of “present fairly” was, at 
least prior to the Continental Vending 
case, tied directly-to the compliance with 
generally accepted accounting principles 
(referred to as “СААР”), and, therefore, 
the accounting profession could under- 
stand that financial statements are pre- 
sented fairly because they are prepared in 
accordance with GAAP. This interpreta- 
tion was subject to the court's scrutiny in 
the Continental Vending case and was 
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eventually criticized. The current authori- 
tative interpretation, as reflected in the 
new AICPA Code of Ethics, Rule 203 
(1977), does not take the view that finan- 
cial statements are necessarily presented 
fairly because they are prepared in 
accordance with GAAP. Rather, gener- · 
ally accepted auditing standards interpret 
the phrase to mean that (1) the accounting 
principles selected and applied have 
general acceptance, (2) the accounting 
principles are appropriate in the circum- 
stances, and (3) financial statements re- 
flect economic substance over legal form 
of the underlying events or transactions 
[AICPA, SAS No. 5, 1975, AU Section 
411, .04, .07 and .08]. 

In contrast to the interpretation by the 
accounting profession, the public is in- 
clined to interpret “present fairly” to 
mean that everything one needs to know 
about the company is disclosed in the 
financial statements, or to mean “a 
presentation which is meaningful to the 
person who uses the work product of the 
auditor" [Liggio, 1974, p. 118]. It is 
obvious that a gap in the interpretation 
does exist between the accounting pro- 
fession and the public. The court’s view 
in the Continental Vending case seems to 
have been somewhat in favor of the 
public’s interpretation and to have placed 
its emphasis upon that financial state- 
ments must not be misleading in inter- 
preting the meaning of “present fairly." 
Under this interpretation, “present 
fairly” is a concept essentially separate 
from the compliance with GAAP, and 
the latter does not necessarily result in 
the former. 
` This paper recognizes that the problem 
at issue is basically epistemic in nature 
and is associated with the problem, “how 
сап an auditor obtain knowledge as to 
the ultimate proposition?" This paper is 
primarily concerned: with a semantic 
meaning analysis of the ultimate propo- 
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sition.! It is concerned neither with the 
conditions necessary for an unqualified 
auditor's report to be “fair” to its users,” 
nor with whether the phrase "present 
fairly" should be deleted from the audi- 
tors report, as concluded and recom- 
mended by the Cohen Commission Re- 
port [AICPA, 1978, pp. 13-14]. 

There are basically three objectives in 
this paper, as follows: 


1. to operationalize the meaning of 
“present fairly” by virtue of expli- 
cation. 

2. to construct a general verification 
model appropriate to the ultimate 
proposition on the basis of explica- 
tion. 

3. to analyze what explication implies 
for independent auditors in the 
model. 


In order to accomplish the three 
objectives, I will first give some prelimi- 
nary consideration to the relationship 
between the nature of a proposition and 
its verification, to a general model of 
verification appropriate to the nature of a 
proposition, to the concept of the hypo- 
thetico-deductive method which lends the- 
oretical support to the verification model, 
and finally to a certain philosophical 
concept, explication, which supports the 
operationalization of “present fairly.” 


The Nature of a Proposition and 
its Verification 


In general, sentences whose meaning is 
either true or false are called proposi- 
tions. Propositions must be either as- 
serted or denied and accordingly must be 
verifiable. In this sense, propositions dif- 
fer from sentences expressing the speak- 
er's wishes, hopes, fears, directives, ques- 
tions, and so forth. Such sentences are 
not used to convey truth at all. . 

- Propositions can generally be divided 
into analytic propositions and synthetic 
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propositions.? Analytic propositions are 
propositions whose truth or falsity can be 
established a priori (only by reference to 
the semantic and syntactic rules of the 
language). Since analytic propositions 
do not give any information about the 
world, their verification is not to be found 
in our experiences or observations, but in 
ascertaining whether or not they obey 
certain logical rules. Sentences like “а 
cats are animals” and “2+2=4” are, for 
example, analytic. Propositions under an 
auditor's scrutiny are never analytic. On 
the other hand, synthetic propositions 
are propositions whose truth or falsity is 
not determinate in relation to logical 
rules alone: Their verification usually 
necessitates experiences and/or observa- 
tions. Synthetic propositions report 
something about the world. A sentence 
like “а book is on the desk" is synthetic. 

Any analytic proposition is either true 
or false by virtue of the meaning of words 
alone, or by virtue of logical rules alone. 
In this sense, all analytic propositions are 
a priori. Synthetic propositions are fur- 


. ther divided into synthetic a priori propo- 


sitions and synthetic a posteriori propo- 
sitions. 4 priori propositions are not 
mere analysis of the meaning of words, 


l'There are two types of meaning: semantic and 
syntactic. "Words that have semantic meaning refer to 
something outside of language. Thus dog and justice 
refer respectively to a type of observable object and to 
an ‘idea.’ On the other hand, words that have syntactic 
meaning serve only to indicate relationships in the 
language system, for example, and, or, etc." [Huppe and 
Kaminsky, 1956, p. 70]. 

? Tt should be noted that the phrase “present fairly,” 
with which we are concerned, is nothing other than a 
constituent part of the ultimate proposition to be proved 
by independent auditors. Although Kohler listed 25 
implications of that phrase, his enumerations should be 
appropriately regarded as conditions for an unqualified 
auditor's report to be "fair" to its readers [Kohler, 
1967, p. 59]. 

3 The distinction between analytic propositions and 
synthetic propositions is useful to identify the nature of a 
proposition with which an auditor is concerned, although 
the distinction is criticized in the field of logic by Quine 
[1953, pp. 20-37]. 
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nor are they true or false on logical rules 
alone. They describe something about 
the world, and yet they are known inde- 
pendently of our experiences or observa- 
tions. Because of their nature, synthetic 
a priori propositions are the most con- 
troversial in epistemology. A sentence 
like “all men are mortal" is synthetic a 
priori, for example. А posteriori proposi- 
tions are propositions whose truth or 
falsity does not follow from the meaning 
of words and their logical forms, but from 
experiences and/or observations. It is im- 
portant to note that only this category is 
subject to the evidence requirement. The 
ultimate proposition to be proved under 
a normal audit is, of course, synthetic 
a posteriori. 

As observed in a previous paper [Toba, 
1975, p. 10], synthetic a posteriori propo- 
sitions may be further classified into 
elementary propositions and general 
propositions, depending on whether what 
they intend to describe is unique or 
general. Elementary propositions are 
directly verifiable by evidential matter. 
However, the ultimate proposition under 
a normal audit is a general proposition, 
as recognized in A Statement of Basic 
Auditing Concepts (ASOBAC) [AAA, 
1973, p. 23]. 

_ Why, then, must we distinguish general 
propositions from elementary proposi- 
tions? Because such separation is closely 
related to verification itself. What inde- 
pendent auditors can verify is neither a 
subject nor a predicate, but a proposition 
itself—in other words, the meaning of a 
synthetic proposition. It is of paramount 
importance to recognize at this stage that 
the semantic meaning analysis of a propo- 
sition is crucially associated with how to 
verify it. 

In the case of an analytic proposition, 
we can know what it means and how it is 
used. We can, therefore, establish the 
method of verification, namely, logical 
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rules or semantic and syntactic rules of 
the language. In the case of a synthetic- 
elementary proposition, we can also 
understand what it means and, therefore, 
how to verify it. We may agree easily 
about what criteria are to be applied and, 
accordingly, agree about what evidential 
matter is required in order to determine 
its truth. 

On the contrary, a synthetic-general 
proposition is not so easily verified, not 
only because of its inherent nature, but 
also because we do not always agree 
about the method or criteria of veri- 
fication appropriate to this sort of 
proposition. To put it another way, the . 
distinguishing characteristic of a synthetic- 
general proposition lies in the paramount 
importance of the agreed criteria for 
verifying it or of its agreed meaning. How, 
therefore, should we approach a common 
set of criteria for the verification of the 
fair presentation of financial statements? 


The General Model of Verification 
Process 


In general, there are three conditions 
which must be met, when we can conclude 
that a proposition is true. These three: 
conditions are: 


l. to know what the proposition 
means, 

2. to determine the way to verify it, 
and 

3. to collect and evaluate evidential 
matter in order to decide good evi- 
dence for believing that the proposi- 
tion is true. 


As mentioned previously, synthetic- 
elementary propositions already satisfy 
the first two conditions. We need only to 
collect evidential matter E relevant to 
proposition X and evaluate its compe- 
tence and finally decide whether the 
evidential matter is sufficient to substanti- 
ate that the proposition is true. Thus, a 
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substantial portion of the verification 
process necessarily centers upon the 
collection and evaluation. of evidential 
matter itself. As may be expected, the 
general model of the verification process 
delineated in Model I is quite simple (see 
Figure 1). 


FIGURE 1 


GENERAL MODELS OF THE VERIFICATION PROCESS 
IN RELATION TO THE NATURE OF A PROPOSITION 


MODEL I MODEL I! 
Synthetic-elementary Synthetic-general 
Premise X Premise X---Y 


Evidential matter Е Evidence Y(E) 


Conclusion X Conclusion X 


Note: The dotted line stands for “‘is translated into.” 
The horizontal line stands for “therefore.” | 


A somewhat complex problem arises, 
however, when a synthetic proposition 
is general. In such a case, a certain 
operation, called translation, is needed. 
First of all, we "translate" a synthetic- 
general proposition X into a set Y of 
elementary propositions that are subject 
to verification, while capturing much of 
the former's meaning. Since a single 
translation does not always produce 
elementary propositions, derivative 


translations will be needed until subordi- . 


nate propositions become directly verifi- 
able with evidential matter. As a result, a 
proposition X.will be eventually be 
translated into a hierarchic structure of 
elementary propositions. In the second 
stage, we collect and accept relevant and 
dependable evidential matter E to verify 
subordinate-elementary propositions Y. 
Each elementary proposition _to be 
proved, after it is ascertained and 
weighted. by evidential matter, turns out 
to be evidence for the proof of the princi- 
pal proposition X. Therefore, we will 
obtain at the completion of verification a 
set of evidence Y(E) which enables us to 
fashion our reasonable belief in the 
proposition X. An outline of the general 
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model of the verification process of a 
synthetic-general proposition is also de- 
lineated in Model II (in Figure 1), in 
comparison to that of a synthetic-ele- 
mentary proposition. 

Now we need to clarify the scientific 
methodology introduced here which gives 
theoretical support to the verification 
model appropriate to a synthetic-general 
proposition. It also supports “‘the inves- 
tigative process" proposed in ASOBAC 
[AAA, 1973, p. 39] and is called the 


` hypothetico-deductive method. The opera- 


tions and features of the method are well 
summarized by Salmon as follows: 


Schematically, the hypothetico-deductive 
method works as follows: From a general 
hypothesis and particular statements of initial 
conditions, a particular predictive statement 
is deduced. The statements of initial condi- 
tions, at least for the time, are accepted as ` 
true; the hypothesis is the statement whose 
truth is at issue. By observation we determine 
whether the predictive statement turned out 
to be true. If the predictive. consequence is 
false, the hypothesis is disconfirmed. If 
Observation reveals that the predictive state- 
ment is true, we say that the hypothesis is 
confirmed to some extent. A hypothesis is 
not, of course, conclusively proved by any one 
or more positively confirming instances, but 
it may become highly confirmed. A hypothe- 
sis that is sufficiently confirmed is accepted, 
at least tentatively [Salmon, 1967, p. 18]. 


As may be seen from Figure 1 and the 
above explanation as quoted, the general 
verification model of a synthetic-general 
proposition has one remarkable feature. 
That is, the premise of Model II deals 
with certain relations between two differ- 
ent propositions (principal X and sub- 
ordinate Y), or, in a more scientific - 
expression, between a hypothesis and 
predictive statements. But, unlike the 
hypothetico-deductive method and 
ASOBAC [AAA, 1973, p. 21], we do not 
“deduce” a set of subordinate proposi- 
tions from the principal proposition, 
because, in a strict sense, one cannot 
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deduce anything from the meaning of the 
phrase "present fairly" alone. Instead, 
we “translate” the principal proposition 
into a set of subordinate-elementary 
propositions by virtue of explication. 


The meaning of Translation in Model II 


In the foregoing arguments, I have 
referred to the term "translation" as the 
basis for establishing a semantic relation 
between a principal proposition and its 
subordinate propositions. Translation 
has a vital place in the entire structure of 
the verification process, not only because 
it makes the meaning of a synthetic- 
general proposition directly testable with 
evidential matter, but also because it 
produces empirical propositions which 
eventually yield evidence for the support 
of a principal proposition. Empirical 
propositions also serve as criteria for the 
proof of a principal proposition. 

The term "translation" in this usage 
describes a transformation of a proposi- 
tion "expressed in one language" into 
that or those expressed in “another lan- 
guage” while maintaining “equivalence” 
between them. Rescher explains the 
concept of equivalence as follows: 


In the usual sense of this term, two statements 
are said to be "equivalent" if they "say the 
same thing" or "have the same meaning" 
[Rescher, 1964, p. 181]. 


Two different patterns of translations in 
logic are therefore possible: the truth- 
value preserving translation and the mean- 
ing-preserving translation. Тһе truth- 
value preserving translation is defined as 
the translation in which the same truth- 
values are maintained between two differ- 
ent propositions. It relates closely to the 
concepts in logic of “material equiva- 
lence” and “extensional equivalence." А 
translation of the material equivalence 
type is established only by the coincidence 
of truth-values, not by the synonymy 
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between propositions. Under this form 
of translation, any two true propositions 
are materially equivalent to" each other, 
as are any two false propositions, regard- 
less of whether there exists any apparent 
connection in the meanings of the two 
propositions. 

With respect to extensional equiva- 
lence, suppose we are concerned with 
verifying whether it is true that Fred 
lived in Chicago ten years ago. For this 
purpose, we need to determine at least (1) 
to which Fred the name referred and (2) 
whether that Fred was included in the 
extension of the predicate. Suppose that 
the person to whom the name Fred refers 
is exactly the same as the oldest son of 
James. Then we can translate the former 
proposition into the following proposi- 
tion, that is, “the oldest son of James ` 
lived in Chicago ten years ago." The 
original proposition and the: resulting 
proposition have the same extension, 
that is, the same truth-values, but they 
have different meanings. The truth-value 
preserving translation is not of use to 
our verification model, because we are 
concerned with the meaning ofa proposi- 
tion, not just its truth-value itself. 

On the other hand, the meaning-pre- 
serving form of translation maintains 
synonymy between two different propo- 
sitions. Such a translation generally takes 
the form of a synonymous definition. A 
synonymous definition, as the name itself 
suggests, establishes the meaning of its 
definiendum (literally, "thing to be de- 
fined") by giving another word or phrase 
which has essentially the same meaning. 
The translation ofa principal proposition 
into subordinate propositions according 
to that definition specifies in a set of 
subordinate propositions a set of condi- 
tions which are both necessary and suffi- 
cient for a principal proposition. A set of 
conditions asserted in the definiens (liter- 
ally, “thing which does the defining," 
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that is, a set of subordinate propositions) 
is necessarily a finite ordered set. Under 
the meaning-preserving form of transla- 
tion, a principal proposition and its 
subordinate propositions must have the 
same meaning and therefore have the 
same truth-values. Thus, the translation 
of the one into the other is necessarily a 
definition that retains synonymy. 

Kissinger seems to have based his 
recent paper on a translation of this sort. 
He derives a set of 12 subordinate propo- 
sitions from the ultimate proposition in 
order to define it as the evidence for the 
proof of the latter proposition [1977, p. 
329]. A basic feature of his approach is 
that the ultimate proposition and the set 
of subordinate propositions are con- 
nected in the premise, where the latter is 
considered to constitute necessary and 
sufficient conditions for the proof of the 
former (p. 329). But he seems to have 
overlooked a vital disadvantage of sucha 
synonymous definition, in that its appli- 
cability is very limited because many 
words or terms have no exact synonyms. 
The ultimate proposition under a normal 
audit cannot be translated into a set of 
subordinate propositions by such a defi- 
nitional process. 

As implied above, the translation by a 
synonymous definition is not always 
possible, particularly when a principal 
proposition is general in nature. In such 
cases, a somewhat more complex trans- 
lation, called explication, may be of use. 
Carnap originated this concept as 
follows: 


The task of making more exact a vague or not 
quite exact concept used in everyday life or in . 
an earlier stage or scientific or logical develop- 
ment, or rather of replacing it by a newly 
constructed, more exact concept, belongs 
among the most important tasks of logical 
analysis and logical construction. We call this 
the task of explicating, or of giving an expli- 
cation for, the earlier concept; this earlier 
concept, or sometimes the term used for it, is 
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called the explicandum; and the new concept, 
or its term, is called an explicatum of the old 
one.... Many concepts now defined in se- 
mantics are meant as explicata for concepts 
earlier used in everyday language or in logic 
[Carnap, 1956, pp. 7-8]. 


This concept has been amplified as 
follows: ; 


Explication is concerned with expressions 
whose meaning in conversational language or 
even in scientific discourse is more or less 
vague (such as "truth," “probability,” “num- 
ber," "cause," “law,” "explanation"—to 
mention some typical objects of explicatorv 
study) and aims at giving those expressions a 
new and precisely determined meaning, so as 
to render them more suitable for clear and 
rigorous discourse on the subject matter at 
hand.... 4n explication sentence does not 
simply exhibit the commonly accepted meaning 
of the expression under study but rather pro- 
poses a specified new and precise meaning for it 

[Hempel, 1952, p. 11; italics mine]. 

Under explication, the assignment of 
meanings to new terms is essentially free 
and a matter of choice. For example, if 
we wish to explicate "true," we might try 
as an explicatum the phrase "corre- 
sponding to the facts," even though this 
explicatum does not capture the meaning 
of "true" as it is used in a statement 
"Fred is a true man." Thus, we can 
translate a principal proposition P into a 
set Q of subordinate propositions by 
introducing wholly new expressions to 
the latter Q and eventually by so doing 
give a special and new (non-customary) 
meaning to the former P. While explica- 
tion itself involves essentially no rule of 
meaning, it is by no means a procedure 
which allows an arbitrary translation. 
Generally speaking, it must specify the 
new meaning of a proposition P by 
formulating a set Q of propositions 
whose truth would provide not only 
evidence but also agreed criteria for the 
proof of the former P. The following 
statement captures more precisely the 
essence of explication: 
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An explication of a given set of terms, then, 
combines essential aspects of meaning analy- 
sis and of empirical analysis. Taking its 
departure from the customary meanings of the 
terms, explication aims at reducing the limita- 
tions, ambiguities, and inconsistencies of 
their ordinary usage by propounding a 
reinterpretation intended to enhance the 
clarity and precision of their meanings as well 
as their ability to function in hypotheses and 
theories with explanatory and predictive 
force (Hempel, 1952, p. 12). 


Now we are in a position to formulate 
the form of the translation termed 
explication. The form is symbolized as 


Р ~ 0, 


where the wavy line stands for “15 
explicated into." i 

For our verification model, explication 
has three important features. The most 
obvious advantage we can obtain by 
explication is that we can remove vague- 
ness from the meaning of an ultimate/ 
general proposition and thereby avoid 
the confusion or ambiguity. Such an 
advantage can be obtained through the 
improvement in old concepts, or by the 
creation of new concepts. Explication is 
creative. 

The second feature is that the transla- 
tion by explication is or must be stipu- 
lative. 'This means that the relation 
“P~Q” must read as follows: 


By the meaning of a proposition P, let us 
understand the same thing as by the meaning 
of a set of propositions Q. 


This feature is crucial to a correct under- 
standing of what is suggested by the 
premise that is established by explication. 
It is on this basis that independent audi- 
tors are able to verify a set of subordinate 
propositions, instead of the ultimate 
proposition, without claiming that the 
former are translations of the latter and 
that they are "equivalent" in meaning. 
Stipulation is thus a means of ensuring 
that we are all talking about the same 
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thing when we use the same phrase 
“present fairly" іп an auditor’s report. 

The third feature reminds us that 
translation by explication is probably 
never perfect. А vagueness or an am- 
biguity may turn up tomorrow in what 
now seems to be a perfectly precise 
and unambiguous explicatum. In this 
sense, translation by explication is always 
liable to appear inadequate in the light of 
some new and unforeseen circumstances. 
The problem is to determine how we can 
overcome the imperfections which expli- 
cation involves. What are the implica- 
tions of these three features in out model? 


The Verification Model under 
a Normal Audit 

Now we start to translate the ultimate 
proposition into a set of subordinate 
propositions (simply referred to as “ап 
explicatum," or *explicata") by means of 
explication, while placing more emphasis 
on the second nature of explication. In 
deciding what to explicate, we first of all 
take account of the actual existence of 
agreed explicata in our accounting so- 
ciety. | 

Among other things, independent audi- 
tors under a normal audit are principally 
concerned with examining whether ac- 
counting principles and procedures se- 
lected and applied for the recognition 
and measurement of economic events or 
transactions have general acceptance 
and are appropriate in the circumstances. 
Accordingly, we can establish as an 
explicatum the following subordinate 
proposition: 


О, The specific accounting principles and 
procedures selected and applied by the 
company under review conform with 
GAAP, i.e., they have substantial authori- 
tative support and are appropriate in the 
circumstances. - 


Also, independent auditors are re- 
quired to examine the consistency of all 
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accounting principles and procedures 
adopted by the company under review, 
not only to ascertain that the compara- 
bility of financial statements between 
periods is maintained, but also to ascer- 
tain that there is reasonable justification 
for a change in accounting principles 
and procedures which has a material 
effect on the financial statements in the 
current year. And especially for the latter 
purpose, they must determine whether 
the nature of and justification for a 
change in accounting principles and 
procedures and its effect on income are 
properly disclosed in the financial state- 
ments, as required in APB Opinion No. 
20 [AICPA, 1971, para., 
ingly, the following are explicata in our 
model and paired in terms of consistency: 


Q, All accounting principles and procedures 
have been applied on a consistent basis or 
there is reasonable justification for a 
change in accounting principles and pro- 
cedures which has a material effect on the 
financial statements in the current year. · 


О? The nature of and the justification for a 
change in accounting principles and pro- 
cedures and its effect on financial state- 
ments are properly disclosed in the finan- 
cial statements. 


Financial statements must not be 
misleading in any important respect, 
since they are inherently a vehicle for 
communication of corporate financial 
affairs. This thought is generally referred 
to in Statement on Auditing Standards 
No. 1, which reads that “ [t]he fairness of 
presentation of financial statements in 


conformity with generally accepted ac- 


counting principles comprehends the 
adequacy of disclosures involving ma- 
terial matters" [AICPA, 1972, AU Sec- 
tion 430, .02]. Thus, the following expli- 
catum must be captured: - 


Q, The financial statements include all infor- 

: mative disclosures necessary to make the 

statements not misleading [Kissinger, 
1977, р. 329]. 


17]. Accord- · 


The Accounting Review, October 1980 


Independent auditors must go further . 
into the area of whether the figures in the 
financial statements can be substantiated 
by corroborating evidential matter avail- 
able in the circumstances. This test is 
inevitable under a normal audit. If the 
financial statements do not meet this test, 
they may fail in their ultimate objective. 
There is always a risk that some errors, 
intentional or unintentional, and irregu- 
larities will be reflected in the financial 
statements and not be detected. Auditors 
must remember that management offi- 
cials are still in a position to perpetrate 
misstatements of financial statements. 
The following proposition must therefore 
be captured: 


Q, The financial statements contain no ma- 
terial misstatements. 


On the basis of the foregoing argu- 
ments, we can tentatively explicate the 
meaning of the ultimate proposition into 
four subordinate propositions,* although 
I admit that they are still general. Thus, 
the premise is written as follows: 


P ~ Q: 0 Q1: 03 `0, 


where, to be consistent with Kissinger's 
symbols, the symbol · stands for “and.” 


A System of Internal Accounting 
Control Propositionalized 


Now we need to go further into the 
analysis of the significance of the evalu- 
ation of a system of internal accounting 
control, before we finally establish the 
verification process model under a nor- 
mal audit. The analysis is quite important 


* In addition to the above four explicata, SAS No. 2 
[AICPA, 1974, AU Section 509, .22-27] requires inde- 
pendent auditors to determine, prior to expressing an 
opinion, whether there exist any unusual (material) un- 
certainties which may affect the financial statements but 
the effect of which cannot be reasonably estimated. This 
requirement may suggest that another explicatum 
should be possible in relation to the ultimate proposi- 
tion. It is intentionally ruled out from our proposed 
premise, however, since it differs from the four explicata 
in its essential nature. : 
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because it is closely related to how to 
recognize in the verification process “а 
social function" [AICPA, The Commis- 
sion on Auditors' Responsibilities, 1978, 
p. 1] of a normal audit. 

Independent auditors can never obtain 
any knowledge about fair presentation of 
the financial statements without ascer- 
taining that the financial statements are 
supported by the underlying accounting 


data, as properly recognized in the. 


proviso that “without adequate attention 
to the propriety and accuracy of the 
underlying accounting data, an opinion 
on financial statements would not be 
warranted" [AICPA, SAS No. 1, 1972, 
AU Section 330, .04]. The underlying 
accounting data must be accurately pre- 
pared, properly authorized and must 
agree with an inventory of the actual 
corporate assets. Such quality of the 
underlying accounting data can be 
achieved through the establishment of an 
effective system of internal accounting 
control. It is important to note here that 
the quality of the underlying accounting 
data is mostly determined by the quality 
of a system of internal accounting control 
of a company under examination. And 
because of this relation, auditors evaluate 
the client's system of internal accounting 
control. 

Conventional auditing theory has 
stressed the significance of auditors' 
evaluating a system of internal account- 
ing control under a normal audit, first, 
because a normal audit is based on 
testing, and the extent of testing required 
in a particular situation depends upon 
the auditor's evaluation of the effective- 
ness of the system. Second, a system of 
internal accounting control permits the 
auditor to assess the dependability of 
evidential matter (in particular, those 
available within the client's organization) 
which auditors have actually collected 
and examined. Third, the evaluation of 
the system may influence auditing pro- 
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cedures to be selected and applied in the 
circumstances. Finally, adequate internal 
accounting control allows auditors to 
presume the propriety as a whole, on the 
basis of their evaluation of the system, - 
of the underlying accounting data which 
have not been examined.? 

The four epistemic aspects of evalu- 
ating the system, as enumerated above, 
suggest that, so far, a system of internal 
accounting control has never been propo- 
sitionalized and therefore it has been in- 
corporated only in the second level 
(evidence) of the verification process, as 
shown in Figure 1. And this is probably 
the reason why it has been deemed to be 
at best indirect evidence or circumstantial 
evidence [Stettler, 1970, p. 99], 

As opposed to the above conventional 
viewpoint, my thought [Toba, 1975, p. 
14; also see Kissinger, 1977, p. 325] is 
that a system of internal accounting 
control should be treated at the first level 
(premise) as well. Assume that auditor A 
expresses his/her unqualified opinion as 
to the ultimate proposition, where there 
has been no established system of internal 
accounting control or where there are 
material weaknesses in the system, by 
some means other than reliance on the 
system. And also assume that auditor B 
expresses the same opinion, ascertaining 
that a system of internal accounting 
control is adequately designed and effec- 
tively maintained so as to keep account- 
ing data reliable and protect corporate 
assets from errors and irregularities. It is 
true that no difference exists in lending 
credibility to the financial statements . 
between the two auditors’ opinions (“а 
value-added function"), but they differ 


5 Of course, we recognize another aspect of evaluating 
a system of internal accounting control under a normal 
audit. That is, evaluating the system can provide a basis 
for the preparation of an internal control letter or a 
management letter in which recommendations to the 
client for improving the system are described. This 
aspect is never essential, however, in terms of its rela- 
tion to the ultimate proposition. 
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essentially in providing an assurance that 
management has fulfilled its own stew- 
ardship (“ a social function", that is, to 
establish an adequate system of internal 
accounting control. With respect to this 
issue, the Cohen Commission Report 
concludes in a more precise fashion as 
follows: 


The auditor's function has also been described 
as lending credibility to financial information. 
This view conforms with the objective stated 
for the ordinary examination which empha- 
sizes the expression of an opinion. However, 
these views do not identify the underlying 
purpose of an audit—its social function 
(AICPA, The Commission on Auditors’ 
Responsibilities, 1978, p. 1; italics mine). 


Thus, the following subordinate prop- 
osition should be established as an 
explicatum in addition to the four propo- 
sitions: 


О. A system of internal accounting control as 
a whole is adequately designed and is 
effectively maintained so as to keep the 
underlying accounting data reliable and to 
protect corporate assets from errors and 
irregularities. 


Explicating proposition О; means that 
a social function of a normal audit is 
recognized in relation to the ultimate 
proposition. Needless to say, the establish- 
ment of О; does not diminish the need 
for propositon Q, to any degree. Regard- 
less of the strength of a system of internal 
accounting control and because of its 
inherent limitations, auditors must exam- 
ine proposition Q4. Our verification 
model under a normal suditi is shown in 
Figure 2. 


Implications of Explication in the Model 


Finally, we need to clarify what expli- 
cation implies in the model. As shown in 
Figure 2, the premise comprises the 
ultimate (principal) proposition and five 
subordinate propositions. So. far, the 
vital portion “present fairly” in the 
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FIGURE 2 


THE VERIFICATION PROCESS MODEL UNDER 
A NORMAL AUDIT 


Premise Р~(0,:0,-0%:0, Q4 Q3 
Evidence (Q,;:Q2°0%-03:0,:05)(£) 
Conclusion P 


Note: The wavy line stands for “is explicated into.” The 
horizontal line stands for "therefore." 


ultimate proposition has not been precise 
enough for all persons associated with 
auditing to agree on its meaning. There- 
fore, one may doubt whether it is possible 
to give a definition of fair presentation 
which would both satisfy all of us and be 
consistent and clear. Because of its 
nature, some have already insisted that 
an elementary proposition should be 
established instead as an ultimate propo- 
sition: Under this contention [Lahey, 
1972, p. 49; AICPA, Cohen Commission 
Report, 1978, pp. 13-14], the ultimate 
proposition involving the phrase “present 
fairly" is abandoned. I venture to inquire, 
however, whether we have ever tried to 
explicate the meaning of the ultimate 
proposition and to analyze what explica- 
tion implies in the verification model, 
before we can conclude that it should be 
abandoned. 

To make the ultimate proposition have 
what we сап commonly refer to and agree 
to, we do explicate it. What we aim at in 
explication is to create “new and observa- 
tional propositions" in terms of the two 
basic objectives of a normal audit. In this 
sense, explication is creative in the model. 

Secondly, explicata must be given 
appropriate authority, once they are 
successfully established and agreed to. 
As mentioned before, since explication is 
essentially free of established rules of 
meaning, any agreement upon arbitrary 
matters can be maintained only through 
authority. That is, the need for agreed 
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explicata is at the same time the need for 
agreed stipulation. When there is not 
such authority, explication in our model 
loses its justification immediately, which 
would eventually result in the deletion of 
the ultimate proposition itself. Most of 
the subsidiary propositions have already 
been recognized as agreed explicata 
which the auditor must abide by in 
verifying the ultimate proposition. Q, 
and Q, are restatements of the first and 
the second standards of reporting of Gen- 
erally Accepted Auditing Standards, re- 
spectively; О% is embodied in Opinion 
No. 20 (AICPA, 1971, para., .35) of the 
Accounting Principles Board; Q; is 
embodied in the third standard of report- 
ing of Generaly Accepted Auditing 
Standards; and Q, is embodied in State- 
ment on Auditing Standards No. 16 
[AICPA, 1977, AU Section 327, .05], in 
Section 11 of the Securities Act of 1933 
and in Section 18 of the Securities Ex- 
change Act of 1934. Explication is stipu- 
lative in this sense. 

Finally, explication itself is not neces- 
sarily perfect in the model, for an in- 
appropriateness or insufficiency may turn 
up tomorrow in what now seems well- 
established explicata. This means that the 
ultimate proposition may not be true 
even though all of the agreed explicata 
can be successfully supported. Auditors 
may sometimes be faced with events or 
transactions which have not yet been 
covered, or which have been insufficiently 
covered by agreed explicata; they also 
may be faced with unusual circumstances 
in which the mere verification of a specific 
explicatum does not satisfy the truth of 
the ultimate proposition. When we be- 
lieve that a certain explicatum becomes 
inappropriate in the circumstances, we 
should re-explicate it: We either abandon 
itto establish a new explicatum or subjoin 
another explicatum to it. Thus, explica- 
tion essentially requires re-explication. 
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And re-explication is another factor 
which can make the communication be- 
tween auditors and readers of their. 
reports smoother. The verification model 
expects individual auditors to assume full 
responsibility for any treatment with 
respect to explication and re-explication. 
And they may be liable for a failure to 
explicate and a failure to re-explicate. 

We have recognized that such failures 
have resulted in lawsuits against inde- 
pendent auditors, where court decisions 
were finally in favor of the plaintiff. Some 
of the best known are the McKesson & 
Robbins, Inc. case in 1938 and the 
Continental Vending case in 1969. The 
former was partly caused by the fact that 
the auditors did not explicate proposition 
Q;inrelation to the ultimate proposition, 
while the latter was caused by not re- 
explicating the proposition Q, in regard 
to "related party transactions." Although 
these two cases differed in their back- 
grounds and developments, a common 
feature was that they were associated 
with the first level (premise) in the struc- 
ture of the verification process under a 
normal audit. 

We also know that accounting for 
business combinations has been a most 
controversial problem among accoun- 
tants. Prior to the issuance of APB 
Opinion No. 16in August 1970 (AICPA), 
proposition Q, concerning business com- 
binations tended to be arbitrarily expli- 
cated, which caused numerous abuses of 
the pooling of interests method account- 
ing in practice. Unlike Accounting Re- 
search Bulletins No. 40 and 48, Opinion 
No. 16 severely restricts the application of 
pooling of interests accounting and al- 
lows it only provided that 12 conditions 
are all satisfied. From this point of view 
alone, there seems to be no room left for 
independent auditors to re-explicate 
proposition О, concerning а pooling of 
interests. But this problem is not com- 
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pletely settled or unanimously agreed 
upon within the accounting profession. 
For example, Arthur Andersen & Co. 
[1973, pp. 81-90] criticized the treatment 
of pooling of interests in Opinion No. 16, 
and some of the APB members drafting 
the Opinion questioned the pooling of 
interests accounting method itself. 


Conclusions and Suggestions 


Let us now develop the major implica- 
tions of the verification model based on 
explication for individual auditors, the 
accounting profession, and accounting 
researchers. 

The first conclusion, “КҮ it seems 
self-evident, is that independent auditors 
should do normal audits within the 
framework of the verification model, as 
presented in Figure 2. This conclusion 
has different implications, depending on 
whether it is taken at the first level or at 
the second level. At the first level, inde- 
pendent auditors are not allowed, as 
a rule, to explicate the ultimate proposi- 
tion arbitrarily, and therefore are usually 
required to obey the agreed explicata 
which are subject to verification. Ac- 
cordingly, as far as the agreed explicata 
established in the premise go, the conclu- 
sion should be justified. On the other 
hand, auditors are free at the second level 
to collect and evaluate evidential matter 
in a variety of ways which are considered 
appropriate and necessary in the circum- 
stances, conforming with generally ac- 
cepted auditing standards. 

The second conclusion is that, from 
the third feature of explication, the model 
expects individual auditors to explicate 
or re-explicate the ultimate proposition 
in circumstances in which events or 
transactions not yet covered by the 
established explicata occur, in which a 
mere verification ofthe explicata does not 
lead to the truth of the ultimate propo- 
sition, or in which new court decisions or 
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regulations that may affect accounting 
and/or auditing problems are made. 
Thus, we must recognize that the greatest 
justification of the doctrine that explica- 
tion is essentially free is that it entitles 
individual auditors to explicate or re- 
explicate the ultimate proposition. Under 
the new AICPA Code of Ethics, rule 203 
[AICPA, 1977], auditors are permitted 
to explicate or re-explicate only in very 
limited cases when, due to unusual cir- 
cumstances, the financial statements 
would otherwise be misleading. This 
rule's position seems to be quite restric- 
tive, and therefore it may not be flexible 
enough to support or implement our 
conclusion. 

Nevertheless, it is a major conclusion 
of this paper that, if the auditors have 
good reason to explicate or re-explicate 
the ultimate proposition, they should do 
so, with the reasons therefor being fully 
disclosed in their reports. This conclu- 
sion should be stressed in the following 
respects: First, it can keep the model 
adaptive to ever-changing business en- 
vironments as well as support the model 
itself theoretically. Second, through ex- 
plication or re-explication, individual au- 
ditors will maintain an awareness of their 
role in developing accounting principles 
and/or auditing practices. To explicate the 
ultimate proposition necessarily involves 
the performance of the accounting func- 
tion (ie. determining how economic 
events or facts should be recognized or 
portrayed). The importance of the latter 
aspect must not be underrated. 

We do not mean at all, however, that 
auditors should be hasty in explicating 
and/or re-explicating: They should not 
explicate or re-explicate until they have 
good reason to believe that such remedial 
actions will be crucially needed for the 
purpose of accomplishing the objectives 
of a normal audit. 

The third conclusion is that the 
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FIGURE 3 " 
EXPLICATION MODEL UNDER A NORMAL AUDIT 
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authoritative professional - organization 
(the American Institute of Certified Pub- 
lic Accountants) is also responsible for 
maintaining the model. This means that 
the AICPA must study the extent to 
which and the conditions under which 


individual auditors are allowed to ехрі- 


cate or re-explicate the ultimate proposi- 


tion. It also means that the AICPA must 


examine how it can fulfill its own respon- 


sibility for explication and re-explication 

as an organ of the accounting profession. 
The latter implication should be particu- 
larly stressed here, for individual audi- 
tors are neither always capable of doing 
explication in light of the usual fieldwork, 
pressures on them, nor always willing to 
do so, because they may be more inter- 
ested in what it is rather than what it 
should be. 'Thus, it is recommended that 
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the AICPA establish a continuous and 
comprehensive system of explication 
which can survey, analyze, and conclude 
what interested parties expect or will 
expect of the fair presentation of financial 
statements and of a normal audit. And 
through this system, the AICPA can be 
responsive to what individual auditors 
have explicated or re-explicated in their 
reports to determine whether each should 
be established as an agreed explicatum. 
An output of the system may be or may 
not be the AICPA’s official pronounce- 
ments. In either case, any relevant infor- 
mation should be released for use of indi- 
vidual auditors in a timely and reasonable 
fashion so that they can verify the ulti- 
mate proposition successfully. | 

It is finally concluded that the proposi- 
tion О, problem, as already discussed, is 
essentially associated with what we 
should understand as basic functions of 
a normal audit. ASOBAC maintains the 
"value-added" aspect of an audit by 
emphasizing that it lends credibility to 
accounting information through ascer- 
taining "the degree of correspondence in 
all material respects of accounting infor- 
mation communicated by an entity with 
established criteria [AAA, 1973, p. 6]." 


On the other hand, the Cohen Commis- : 
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sion Report stresses its social aspect ; that 
is, an audit serves to improve manage- 
ment's accountability or to discharge its 
stewardship. From the former's point of 
view, proposition О; is not necessarily 
established as an agreed explicatum. In 
fact, it has not been included in current 


- auditing standards. Nevertheless, my 


contention is that it should be stipulated 
in the first level (premise) of the verifica- 
tion process, because the former aspect 
alone is not enough to constitute a normal 
audit. Herein we do recognize that how to 
explicate the ultimate proposition is essen- 
tially associated with our understanding 
of the nature and objective of a normal 
audit. 

The above four conclusions, which are 
incorporated in Figure 3, should at the 
same time ideally be the criteria which the 
courts apply in deciding a lawsuit in 
which the independent auditor’s attesta- 
tion under a normal audit is at issue. The 
courts may legally charge the auditors 
because they did not obey the stipulated _ 
explicata, and/or because they failed to 
explicate or re-explicate. Or the courts 
may indirectly charge the AICPA because 
it did not fulfill its own responsibility for 
explication or re-explication. 
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. REVIEW ARTICLE 


An Introduction to Corporate 


Accounting Standards : 
A Review 


Yuji [iri 


HE term "classic" is defined to be a 
piece of work that has lasting signifi- 
cance or recognized worth and 
serves as an outstanding representative of 
its kind. An Introduction to Corporate 
Accounting Standards, by W. A. Paton 
and A. C. Littleton [1940], is an example 
of a work that fits this definition very well. 

Published in 1940 by the American 
Accounting Association, the monograph 
has been reprinted 15 times. Over 60 
thousand copies have been sold and, even 
40 years after its publication, more than 
a thousand copies are sold every year. 
This longevity is a record for any research 
monograph in accounting. 

Not only has the monograph had sig- 
nificant influence on accounting instruc- 
‘tors, students, and practitioners on a 
number of issues dealing with accounting 
principles and standards, but also it 
seems to have set a pattern of reasoning 
in accounting and of research approaches 
that start with a set of basic assumptions. 
In this sense, the monograph is an out- 
standing representative of its kind. 

Interesting details on the circumstances 
surrounding the preparation. of this 
monograph are given in Zeff [1966]. 


Briefly speaking, the project to develop a 


monograph on corporate accounting 
standards was commissioned by the 
Executive Committee of the American 
Accounting Association in 1938. Earlier, 
the Executive Committee developed and 
published, under the leadership of then 
president Eric L. Kohler, “А Tentative · 


. Statement of Accounting Principles Af- 


fecting Corporate Reports," a five-page 
article listing key accounting principles - 
[AAA 1936]. This Tentative Statement 
states the historical cost principle as the 
fundamental axiom of accounting. “Ac- 
counting is thus not essentially a process 
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of valuation, but the allocation of histori- 
cal costs and revenues to the current and 
succeeding fiscal periods. Each of the 
following propositions embodies a corol- 
lary of this fundamental axiom" [AAA, 
1936, p. 188]. It elaborates on a set of 20 
propositions classified in three sections: 
costs and values, measurement of income, 
and capital and surplus. 

Criticisms were raised extensively on 
the Tentative Statement immediately 
after its publication. "A careful study 
of the criticisms indicated that the earlier 
list of propositions ought to be supple- 
mented by an outline of the basic theory 
which underlies the Tentative Statement. 
The authors undertook this task and the 
present monograph is the result," state 
Paton and Littleton in the preface to the 
monograph [p. ix]. 

]t appears that the Executive Com- 
mittee members as well as other members 
of the Association cooperated closely 
with the authors and provided significant 
inputs to the preparation of the mono- 
graph. In the foreword to the monograph, 
Howard C. Greer remarks, “Тһе mono- 
graph is presented as a personal expres- 
sion from the authors, but it undoubtedly 
is also an expression of the reasoned 
conviction, on almost every point cov- 
ered, of the score or more men who have 
labored earnestly to make the prepara- 
tion of this document possible" [p. vii]. 

Under these conditions, it is quite 
possible that the monograph turned out 
to be somewhat different from what the 
authors would have written had they 

. been given an opportunity to develop the 
monograph freely without the task of 
supporting the Tentative Statement. 
However, any literary work is like the 
author’s child; once published it ac- 
quires its own life that is independent of 
the author’s. In this sense, what is re- 
viewed here is the monograph itself and 
not necessarily the personal view of the 
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two authors, which have been expressed 
and examined in numerous publications 


< elsewhere. (For example, on their views 


on changing prices vis-à-vis historical 
cost, an excellent overview may be ob-. 
tained from Zeff [1979] and Paton’s 
articles cited there and from Littleton 
[1961, pp. 287-372] which collects his 
writings on this subject.) 

The monograph covers accounting 
concepts and standards under a unifying 
framework founded upon six basic as- 
sumptions of accounting. Key issues are 
organized systematically, starting with 
discussions on the need for accounting 
standards in Chapter 1 and on the un- 
derlying. assumptions in accounting in 
Chapter 2. After these fundamentals are 
discussed, the monograph builds on 
them to deal with issues of "cost" in 
Chapter 3, “revenue” in Chapter 4, “‘in- 
come" in Chapter 5, and "surplus" in 
Chapter 6. Accounting standards are 
presented along with a network of theo- 
retical concepts in a logical manner. The 
tinal chapter, Chapter 7, titled "Interpre- 
tation," which is somewhat more prag- 
matic in its reasoning relative to earlier 
chapters, discusses practical implications 
of some of the standards introduced 
earlier and encourages presentation of 
various kinds of interpretive financial 
information outside the main body of 
statements. 

The monograph has been quoted ex- . 
tensively; the accounting framework and 
standards in the monograph have been 


: introduced and examined in numerous 


textbooks and research monographs. 
However, strange as it may seem, there 
are not many review articles of the mono- 
graph. In fact, it has never been reviewed , 
officially in the book review section of 
THE ACCOUNTING REviEW. However,- 
during the past 40 years, two articles on 
the monograph [Wilcox, 1941; and Vat- 
ter, 1963] have appeared in THE Ac- 
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COUNTING Review. In addition, shortly 
after the publication of the monograph, 
the American Institute of Certified Public 
„Accountants appointed a three-member 
committee to review the monograph and 
published its report in The Journal of 
Accountancy [AICPA, 1941]. The most 
comprehensive treatment of the mono- 


graph, however, may probably be attrib- 


uted to Kimura [1954], whose review and 
critique of the monograph from thé view- 
point of the Marxian theory of value are 
almost as long as the original monograph. 


П. · | 


The monograph is one of the earliest. 


attempts to develop a conceptual frame- 
work project which is now being de- 
veloped by the Financial Accounting 
most recent being the conceptual frame- 
work project which is now being de- 
veloped by the Financial Accounting 
Standards Board. 

These attempts display a varying de- 
gree of tolerance for subjective informa- 
tion. While more recent attempts indi- 
cate a greater degree of tolerance for 
subjective information, the monograph 
strongly advocates “verifiable, objective 
evidence" as the basis for accounting 
information. This emphasis on verifiable, 
objective evidence seems to stem from a 
view of accounting that is founded on a 
notion of accountability. 

In its opening section, the monograph 
sets a stage for subsequent development 
as follows: 

The corporation's most important account- 
ing responsibility ... [runs] to one or more 
groups or classes of detached investors, pres- 
ent and prospective, for each business unit. In 
reporting accounting data under these condi- 
tions, the desire to please or to defend may 
exercise more influence upon executive judg- 
ment than do objective circumstances. Ac- 
counting standards therefore become re- 
sponsible for furnishing guideposts to fair 
dealing in the midst of flexible rules and 
techniques [p. 2]. 


It is mainly for this reason that “ассоџпі- 
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ing standards should be systematic and 
coherent, impartial and impersonal, and 
in harmony with observable, objective 
conditions" [p. 1]. 

In formulating accounting concepts 
and standards, this accountability- 
oriented view lays emphasis on the 
mechanisms for coping with possible 
conflicts of interests between the corpora- 
tion and its investors in the flow of finan- 
cial information. In contrast, in a deci- 
sion-oriented view of accounting, which 
now widely accepted, emphasis is on the 
usefulness of information. Here, a cor- 
poration is depicted as an information 
supplier who is in full cooperation with 
its investors. Subjective information is 
welcome under this view, and such 
qualitative characteristics as usefulness, 
relevance, and timeliness outweigh veri- 
fiability and objectivity of accounting 
information. 

The need for verifiable, objective evi- 
dence is elaborated in Chapter 2 of the 
monograph as one of the six basic as- 
sumptions of accounting: 


One of the important contributions made by 
professional auditing in its early development 
in Great Britain was the emphasis placed 
upon objective evidence to support recorded 
transactions. . . . The dependability of the ac- 
counts was thus subject to the test of an 
examination of the origin of the transactions 
recorded. : 

This emphasis upon objective evidence has 
never been weakened; in fact it has become 
‘stronger as complex business activities have 
increased and as business management and 
financial investment have drawn further 
apart. Verifiable, objective evidence has there- 
fore become an important element in account- 
ing and a necessary adjunct to the proper 
. execution of the accounting function of sup- 
plying dependable information [p. 18]. 


Although verifiable, objective evidence 
is discussed as the last of the six basic 
assumptions of accounting, it seems to 
rank first among the six in terms of signifi- 
cance in guiding the contents of the 


monograph. The other five assumptions 
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seem to be provided to support this key 
'sixth assumption. It may, therefore, be 
interesting to trace the other five as- 
sumptions backward to examine their 
roles in supporting the sixth assumption. 

In order to provide information on the 
enterprises value and its income in a 
verifiable, objective manner, it becomes 
necessary to devise a means by which 
these values are determined by an ac- 
cumulation of data on microscopic 
events. This is because objective means of 
weighing the value of an enterprise or its 
income en masse are difficult to develop. 

One way to circumvent the lack of an 
objective scale large enough to measure 
the weight of an "elephant" might be to 


sum the weights of a large number of- 


small objects which collectively push a 
boat down to the same water level as the 
elephant does. Thus, the fifth assump- 
tion, "effort and accomplishment," be- 
comes a key ingredient in accounting in 
order to enable income determination on 
a piecemeal basis by matching efforts 
and accomplishments. 
The underlying preference implicit in 
this approach appears to be the age-old 
‘doctrine of democracy, “safety in num- 
bers.” While a single appraiser may be 
able to develop information on the value 
of an enterprise, an inherent risk involved 
in relying upon such a single source of 
judgment might be considered far larger 
than the risk of relying upon a result 
derived by an accumulation of numerous 
small judgments, even if such an accumu- 
lation may be slow in reflecting the 
changing environment of the enterprise. 
Since an effort and an accomplishment 
do not always match one to one, there. 
must be a means by which a measurement 
associated with an effort is unbundled 
and regrouped based on its contribution 
to one or more accomplishments. Thus, 
the fourth assumption, “‘costs attach,” 
becomes a necessary. part of the frame- 
work in the monograph. It states that it 
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is acceptable to divide and marshal costs 
to form new groups, “as if costs had a 
power of cohesion when properly 
brought into contact”. [p. 13]. 

This in turn leads to the third assump- 


tion. There is normally a time lag between 


the time at which an effort is expended 
and the time at which its accomplishment 
is obtained. There must, therefore, be a 
means of dealing with pending efforts. 
The third assumption, “measured con- 
sideration," provides such a means. It 
states that such efforts be measured by 
their cost or “ргісе aggregate" until the 
accomplishment is obtained. The term 
price aggregate is used in place of cost 
Since price aggregate is a broader term 
than cost, covering both the cost and the 
benefit side of the resources. 

The remaining two assumptions pro- 
vide a foundation upon which the above 
four assumptions may take their effect. 

The piecemeal approach to measure- 
ment would collapse unless the business 
conditionsin the future are assumed to be 
similar to those observed in the past. The 
Second assumption, "continuity of ac- 
tivity," is needed to make measured 
considerations meaningful in the above 
measurement framework. 

Finally, for any measurement of an 
enterprise value or its income, the subject 
of measurement must be-clearly identi- 
fied. The first assumption, "the business 
entity," establishes the subject in ac- 
counting as primarily the business enter- 
prise itself and not the shareholders. 
Even in defining net income, which is 
commonly considered to be a share- 
holder-based concept, the monograph 
leans toward a view that interest should 
be treated “а$ a charge to income rather 
than às a cost of revenue" [p. 44]. 


IH 


In this monograph, the basic principle 
of asset and liability valuation is devel- 
oped upon historical cost. This historical 


624 


cost principle is supported by such con- 
cepts as costs attach, realization, and 
matching. Discussions of these concepts 
and their implications for accounting 
standards occupy a significant portion 
of the space in the monograph. _ 

Justification for the historical cost 
principle comes in large part from the 
need for verifiable, objective evidence. 
Although there is still some room for 
dispute over the determination of histori- 
cal cost, it is based on a transaction that 
has actually occurred, and as such it is 
much more verifiable and objective than 
replacement cost or disposal value which 
are based on a hypothetical transaction 
that the enterprise might have or could 
have engaged in on the date of the 
financial statements. 

In addition to verifiable, objective evi- 
dence, however, the monograph presents 
another reason for the use of historical 
cost. It emphasizes a distributable nature 
of income; namely, to be eligible for 
income recognition, an asset must reach 
a form that can be made available for 
distribution to shareholders. A few dif- 
ferent terms are used in the monograph 
to designate assets that satisfy this re- 
quirement, such as “‘near cash," "liquid 
or highly liquid assets," and "actual 
purchasing: power." The monograph 
states, “appreciation makes available no 
additional liquid resources which may be 
used to meet obligations or make dis- 
bursements to investors" [p. 62]. 

This is a line of argument that is en- 
tirely different from the verifiability and 
objectivity issue. Even if there were a 
method of determining the market value 
of an enterprise verifiably and objec- 
tively, appreciation would not be a 
legitimate source of income under this 
view, since the asset has not reached the 
liquid state. Theoretically, this notion of 
an asset having to reach a liquid state 
before income is recognized, may be re- 
lated to the labor theory of value which 


s 
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states that an increase in the value of a 
commodity, beyond the sum of values of 
inputs, occurs only after it has gone 
through a crucial test in the market, the 
so-called “salto mortale" (a deadly leap) 
of the commodity. | 
In discussing the realization concept, 
however, the monograph does not base 
its argument on any particular theory of 
value: 


It is not necessary to assume a cost theory of 
value in order to explain the concept that 
costs cohere. ... 

If cost of. production were to represent 
“value,” it should include an amount for the 
added utility given to the product by the 
process of business operation itself. But this 
is not attempted. The producer may think 
that utility has been added and that the 
product is worth more than the sum of the 
several costs; but' he does not know. One's 
own judgment of added utility is not conclu- 
sive; the test comes when a sale is made [pp.' 
13-14]. 


In addition to the verifiability-objec- 
tivity issue and the distributable income 
issue, the monograph touches upon a 
third line of argument for historical cost 
which comes from the notion of ac- 


_countability. For a proper functioning of 


accountability, it is essential to have a 
system by which charges and discharges 
of accountability are properly recorded 
and reported. This means that accounting 
records must keep step with the actual 
production and other operating pro- 
cesses. “When production activity effects 
a change in the form of raw materials by 
the consumption of human labor and 
machine-power, accounting keeps step 
by classifying and summarizing appro- 
priate portions of materials cost, labor 
cost, and machine cost so that together 
they become product-costs” [p. 13]. 
Unlike market value data which re- 
quire no information on historical move- 
ments of goods and services, historical 
cost determination weaves through phys- 
ical movements of goods .and services, 
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Therefore, in addition to representing 
assets, liabilities, revenues, and expenses 
as such, historical cost data in financial 
statements serve as control accounts for 
voluminous records on physical move- 
ments of resources in the past. 

While the rationality of historical cost 
accounting is not limited to these three 
points (see Ijiri [1980] for further discus- 
sions on the subject), they are certainly 
the most important aspects of historical 
cost accounting. 

‘Based on these arguments, the mono- 
graph advocates a rather strict adherence 
to a valuation principle based on histori- 
cal cost. After careful examination, the 
monograph presents arguments against 
the cost-or-market method, standard 
costing, and recognition of imputed 
interest on equity, appreciation of assets, 
and accretion of natural resources. Even 
the case for price level adjustment was 
considered not very strong at that time, 
although this may be quite natural since 
prices in 1936—40 were very stable after 
having dropped by a third from their 
level in 1920. The only significant excep- 
tion to the strict adherence to historical 
cost that is accepted in the monograph is 
the case of a reorganization under which 
assets may be revalued. | 

In this monograph, determination of 
historical cost is based on actual cash 
paid at the time of exchange, or if cash is 
not exchanged immediately, it is based 
on implied cash, the amount of cash that 
would be needed to settle the exchange 
at the time of the exchange. Hence, re- 
ceivables and payables must be dis- 
counted to present values. Exchanges of 
nonmonetary assets are valued by esti- 
mating implied cash, and so are donated 
or discovered assets. Cost that is capital- 
ized should be total cost, including even 
selling as well as general and administra- 
tive cost, though accounting practice has 
never accepted this approach. Direct 
costing is rejected because it covers only 
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a part of total cost. The cost principle is 
analogously applied to the assumption of 
liabilities and issuance of stock, both of 
which must be based on actual cash 
received and not par value. 
Capitalization is subject to two tests; 
(1) cost must be bona fide, thus excluding 
abnormal waste, for example, and (ii) the 


asset must have future benefits. As soon 


as it is determined that the asset does not 
have assumed future benefits, the loss 
should be recognized immediately as a 
charge against current income. Thus, 
while the cost-or-market method is re- 
jected, the test of benefits must be ap- 
plied continuously. The distinction is 
important. An asset has use value in 
addition to exchange value, and insofar 
as the benefits from the intended use of 
the asset are at least as great as the book 
value, its exchange value being lower than 
its book value is not a cause for a write- 
down. 

It should be carefully noted, however, 
that the strict adherence to historical 
cost argued in the monograph applies 
only to the information in the main body 
of financial statements. The monograph 
places no limit on the kinds of informa- 
tion that may be provided outside the 
financial statements. "Accounting should 
set no limits upon the supplying of perti- 
nent information. By means of footnotes, 
text to accompany account titles, paren- 
thetic figures, extra columns, and similar 
devices, significant estimates of current 
values and other collateral data may be 
shown in their relation to the primary 
figures” [p. 126]. The monograph en- 
courages disclosure of such market-based 
data as long as they are disclosed as sup- 
plementary information together with 
proper labels. 

While supplying pertinent information 
to investors is encouraged, the mono- 
graph stresses that such information 
should not be a substitute for informa- 
tion that is to be derived under the objec- 
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tive framework described in the mono- 
graph, because objectively determined 
historical cost information is vitally 
needed as a benchmark. “If, however, 
such values are reported as supplemen- 
tary data on special occasions as needed, 
the objectively determined quantities 
are preserved with illuminating additions. 
Indeed, the value data themselves are 
likely to be of little use unless reported 
in conjunction with the known ‘basing 
point,’ cost" [p. 126]. 

In addition to arguments for historical 
cost and related accounting concepts 
and standards, the monograph also pre- 
sents arguments in favor of the all- 
inclusive income statement as well as 
strict separation of earned surplus from 
paid-in surplus. “А definite position is 
taken here to the effect that all determi- 
nants of income in the broadest sense— 
including unusual and irregular factors— 
should be reported in the income state- 
ment before the net results are passed to 
the stock-equity section of the balance 
sheet" [p. 102],-the monograph con- 
cludes. On the separation of paid-in 
surplus and earned surplus, it states, 
“paid-in or capital surplus may not be 
used as a source of earned surplus. Like- 
wise no part of earned surplus should be 


incorporated in reported paid-in capital, - 


except as such surplus has been con- 
verted into capital by legal process of 
capitalization" [p. 106]. 

Although the monograph is intended 
to “weave together the fundamental 
ideas of accounting rather than to state 
standards as such" [p. ix], in a number of 
places it gives prescription of accounting 


standards, perhaps as examples of impli- ` 


cations of the fundamental concepts. 
Unfortunately, space does not allow an 
examination of these standards here in 
this article. 


IV 
When the monograph is compared 
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with subsequent attempts to establish an 
accounting framework, a significant dif- 
ference may be noted, namely the revival 
of the balance-sheet orientation since 
the publication of the monograph. 

The approach in the monograph starts 
out with cost and revenue and then goes 
on to income and surplus. Assets and 
liabilities play only a secondary role in 
the monograph. In contrast, the present- 
day view of an accounting framework is 
centered on definitions and measure- 
ments of assets and liabilities, from 
which revenues, expenses, gains and 
losses are developed as derivative con- 
cepts and measurements. (See, for exam- 
ple, FASB [1979].) This may be in part 
related to the increasing emphasis that 
has been placed on market values of 
assets in recent years, although historical 
cost financial statements are still pre- 
sented as. the primary financial state- ` 
ments. 

Underscoring the income-statement 
orientation, the monograph states that 
the primary purpose of accounting is “the 
measurement of periodic income by 
means of a systematic process of match- 
ing costs and revenues” [p. 123], and 
“Earning power—not cost price, not 
replacement price, not sale or liquidation 
price—is the significant basis of enter- 
prise value. The income statement, there- 
fore, is the most important accounting 
report” [p. 10]. 

This view. of accounting, which origi- . 
nates in Schmalenbach [1919], was given 
a new thrust by Paton and Littleton as a 
result of their framework of accounting 
based on a set of assumptions centered 
on verifiability and objectivity. In effect, 
the monograph has provided assurance 
to accountants that it is perfectly all right 
to record historical costs, add them, 
allocate them, match them with revenues, 
and list unmatched ones on ‘a balance 
sheet, without being bothered by market 


values, as long as costs are bona fide and 
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are supported by future benefits. 

This assurance that cost-based income 
determination is theoretically sound is 
perhaps the central reason for its having 
been so enthusiastically received by ac- 
countants over the past four decades. 
Accountants needed justification for the 
process they use, other than saying that 
things are as they are because they are so 
by convention. The monograph supplied 
this needed justification based on a 
theoretical framework of accounting 
without ever resorting to the notion of 
accounting conventions. 

As a matter of fact, the term "conven- 
tion" rarely appears in the monograph. 
It would have been easy for the authors 
to make reference to accounting con- 
ventions, saying that certain standards 
must be accepted because they exist by 
convention. But perhaps it was consid- 

. ered to be theoreticians' defeat to have to 
resort to justification by convention; it 
seems that the monograph was written 
with a firm belief that accounting practice 
could be and shoüld be justified on a 
theoretical ground, based on an account- 

‘ing theory that is “а coherent, coordi- 
nated, consistent body of doctrine which 
may be compactly expressed in the form 
of standards if desired" [p. ix]. This is 
what made the monograph different from 
a mere compendium of accounting stan- 
dards and what made this a model for 
later attempts by many other authors in 
developing an accounting framework. 

Finally, it should also be noted that 
this monograph reflects the difficult 
environment in which accountants must 
operate. 

Mathematicians are lucky, in a sense, 
because they have a set of rigorous con- 
straints that bind their reasoning. The 
rocky terrain, so to speak, in which they 
must operate is in a way fortunate for 
them, because once a path is found every- 
one follows it, for there are very few 
alternatives available. This enables them 
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-to say what is right and what is wrong. 


Even economists are fortunate because 
they have production technologies and 
market mechanisms which cannot be 
changed overnight. These technical con- 
straints existing in the real world bind 
their thinking considerably, since these 
constraints are something that cannot be 
changed even if everyone agrees to 
change. 

Compared with these, the environ- 
ment in which we accountants live may 
be likened to a vast, flat plain. We can go 
north, south, east, or west as we wish. 
Things can be changed by agreement or 
by edict literally overnight, as we have 
seen in recent years. This may sound like 
a luxury; but on the contrary this is the 
very source of the battle in which all of us 
accountants are forced to engage, because 
we must "justify" what we do with very 
few sources of justification. 

Periodic income determination is a 
good example. Determination of the 
income of an enterprise whose life is, say, 
two years is easy if income over the two- 
year period is to be determined. How- 
ever, to determine income in each of the 
two years is just as difficult, and in fact 
just as arbitrary, as determining which of 
the two clapped hands made the noise. 
Choosing one out of many, equally 
acceptable alternatives is difficult 
enough; justifying the choice is often - 
impossible. 

Nevertheless, society demands a de- 
termination of periodic income and its 
justification. “The flow of business ac- 
tivity has a long continuity; the ultimate 
outcome of the activities lies in the future. 
But decisions cannot await the ultimate 
outcome; management, investors, gov- 
ernment, all of the interested parties, 
need ‘test readings’ from time to time in 
order to gauge the progress made" [p. 
14-15], the monograph asserts. Since 
such test readings often affect someone’s 
interest, justification of the method used 
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in deriving the readings is demanded. 
In this sense, it may be said that we 
accountants are fundamentally destined 


to be "free." We suffer from this freedom. 


We want to be bound by theories, 
principles, standards, and the like. Yet, 
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often placed upon them. 

This monograph is a monument of the 
battle which our predecessors fought 
courageously. Its true contribution, how- 


‚ ever, can be understood only by those 


who appreciate this difficult environ- ` 


they are so fragile relative to the weight ment in which accountants must operate. 
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Statement by William A. Paton 


7 WAS pleased to have the opportunity 
I to examine a draft of Professor Ijiri's 
commemorative review of “An Intro- 
duction to Corporate Accounting Stan- 
dards," published by the American Ac- 
counting Association back in 1940, and 
am very grateful for his kindness in per- 
mitting me to provide a brief accompany- 
ing statement. 

First I’ll say something about the cir- 
cumstances—as I recall them—giving 
rise to the writing of this monograph by 
Professor A. C. Littleton and myself. The 
Executive Committee of the AAA, after 

- issuing the brief "Tentative Statement of 
Accounting Principles Underlying Cor- 
porate Financial Reports," recognized 
that a more complete presentation of 

' "principles" was needed, and decided 
to undertake its preparation as a com- 

mittee project. Several lengthy confer- 
ences were held, over a considerable 
period, but little or no progress was 
made. In addition to having disagree- 
ments among the members, the com- 
mittee was handicapped by lack of staff 
and adequate financing. Following one 
of these futile sessions, А. C. got in touch 
with me and proposed that we join forces 
and see what we could accomplish alone. 
Without reporting our plan to the com- 
mittee, we got busy and worked hard. 

We met two or three times but kept in 
touch mainly by telephone and mail. 
Finally we had a draft ready for com- 
mittee examination. There was some 
delay, some criticism, but no substantial 
changes were made, and the committee 
finally decided to bave our material 
published, with Paton and Littleton 
authorship. Howard Greer was called 
upon to write a foreword. 
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Under the conditions prevailing 40 
years ago, I feel that A. C. and I did a 
creditable job. Those were the days when 
the absurdities of the systems of ac- 
counts prescribed by the FCC and FPC 
were plaguing us, and the dulcet voice of 
FDR, in one of his fireside chats, was 
heard proclaiming, “І am going to restore 
prices to the 1926-1929 level, and hold 
them there for a generation.” But A. C. 
and I were not unduly beguiled by the 
flood of nonsense. Of course, we were not 
in complete agreement at all points, and 
our monograph suffers from a bit of 
compromising here and there. But we had 
no very serious differences, and remained 
good friends when the manuscript was 
completed and published. 

I have not read the entire monograph, 
or any substantial part of it, for 35 years 
or more, but in the course of preparing 
this statement, I dug up a copy and with 
the aid of my best magnifying glass 
sampled the foreword, read the preface, 
looked at section titles, read a few lines 
here and there, and scanned the last sec- 
tion (VII. I was more favorably im- 
pressed than I expected to be. It’s a . 
minor point, but I still like our one-word 
section titles (quite a contrast to the 
lengthy jumble of words l often see 
nowadays as the title of a research 
project or technical article). And I was 
very pleased to find that the last section, 
which I added as a supplement, with my 
co-author's consent, deals quite effec- 
tively with the meaning and limitations of 
recorded cost data, the significance of 
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replacement cost, the impact of an un- 
stable monetary unit, and other crucial 
points. 

The monograph has faults, of course. 
As I see it now, some of the material in 
section VII might well have been brought 
in earlier. For example, an earlier state- 
ment of the relation of cost and value 
would have been helpful. “Cost” has 
significance, of course, only as it provides 
acceptable evidence of market value at 
date of acquisition in commonplace pur- 
chase transactions. Value is the sub- 
stantive fact, not cost as such. Accoun- 
tants have long recognized this point, at 
least implicitly, when encountering a 
"cost" figure substantially out of line 
with what the commodity or service 
acquired is worth. And when non-cash 
property is invested in a business entity, 
we see the need to estimate its value in 
order to preserve equity between those 
contributing such property and those 
investing cash or equivalent. Value is 
also recognized as the significant initial 
measurement in the case of assets ac- 
quired by gift. 

The major fault I've been able to spot 
in my hasty review is our failure to call 
attention to what is perhaps the most 
important measurement in a corpora- 
tion's financial history—the earning rate. 
It is not sufficient to determine the 
amount of net income (defined either 
before or after interest and related 
charges) per period. The question re- 
mains: What is the relation of the net 
figure to the value of the resources em- 
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ployed in producing it? And the value 
in this case should be the approximate 
current worth of such resources, Earning 
power" was mentioned, I believe, at.one 
point, but the subject was not pürsued. 
I might add that lack of meaningful 
earning-rate determinations is a glaring 
weakness of present-day accounting prac- 
tice. 

What was our objective in writing this 
monograph? In dealing with this point 
briefly, I might mention first the unpre- 
tentious words “An Introduction" in our 
our title. In addition I'll quote from our 


. Short preface: 


We have attempted to weave together the 
fundamental ideas of accounting rather than 
to state standards as such. The intention has 
been to build a framework... . Accounting 
theory is here conceived to be a coherent, co- 
ordinated, consistent body of doctrine. ... 
The aim has been to present a theory basis 
by means of which corporate accountants 
may be helped to make a realistic appraisal of 
their practices and public accountants may be 
aided in reviewing corporation reports. 


Perhaps the main reason I am writing 
this statement is to make my personal 


. stand clear. I have always been a value 


man. This is partly the result, no doubt, 
of my training in neo-classical econom- 
ics, and several years of teaching in that 
area before wandering into accounting. 
My second article on accounting, pub- 
lished in 1918, is entitled “Тһе Signifi- 
cance and Treatment of Appreciation in 
the Accounts." - 
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NOTES 


Lease Capitalization and 
| Systematic Risk 


Joseph E. Finnerty, Rick N. Fitzsimmons and Thomas W. Oliver 


ABSTRACT: This study investigates whether the market-determined systematic risk of 
the companies that used leasing extensively was affected by ASR 147, the FASB's 
August, 1977, exposure draft on lessee accounting, and SFAS 13. Three samples of: 
companies were used in the study: (1) companies which engaged in a lot of leasing, (2) 
companies, which did very little leasing, and (3) a random sample of companies. The 
leasing sample and the non-leasing sample were matched by Standard Industrial Classi- 
fication (SIC) code. There was no significant change in the systematic risk of the sample 
companies pre- and post-June, 1973. There was no significant change in.the systematic 
risk of the three groups of companies pre- and post-August, 1975. This leads to the con- 
clusion that the SEC's ASR 147 and the FASB's pronouncement had little effect on the 


market's assessment of systema risk. 


APITALIZATION of Jejai assets has 
. been a controversial topic among 
members of the accounting pro- 
fession and among members of the finan- 
cial.community since the rise in popu- 
larity of leasing in the late 1960s and 
early 1970s. Both the Securities and 
Exchange Commission (SEC) and the 
Financial Accounting Standards Board 
(FASB) have been active in establishing 
reporting requirements for companies 
engaging in leasing, and these require- 
ments have been getting progressively 
stricter. The effects of the stricter rules 
upon the financial statements of firms 
heavily utilizing leasing are substantial. 
The initial efforts to tighten the dis- 


closure requirements on leasing came 


from the SEC in June, 1973, when they 
proposed to amend their regulations, this 
culminated with Accounting Series Re- 
lease 147 (ASR 147) [1973] although as 
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far back as 1948 an Accounting Research 
Bulletin suggested the capitalization of 
leases. The SEC in ASR 147 went sub- 
stantially beyond the requirements laid 
down by the Accounting Principles Board 
(APB) in APB Opinion No. 31. . | 
In August, 1975, the FASB released 
its initial exposure draft on lease ac- 
counting. It issued Statement of Financial 
Accounting Standards (SFAS) No. 13 in 
November, 1976, and it became effective 
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on January 1, 1977. The major thrust of 
the Statement was to provide specific 
objective criteria for the capitalization of 
leased assets, and to require capitaliza- 
tion of leases meeting those criteria. 
SFAS 13 represents the fruition of a long 
debate within the accounting profession 
and the financial community on the 
subject of leasing, and several authors 
have commented on the impact of the 
statement. Benjamin [1977, p. 81] points 
out that, 


In large measure, it also represents a victory 
for the advocates of balance sheet capitaliza- 
tion and a setback for its opponents. As re- 
ported previously, it appears that a large 
majority of financial analysts are in the 
former group and a large majority of cor- 
porate controllers are in the latter. 


It remains to be seen if the standard is a vic- 
tory for sound financial reporting. The reac- 
tion in the capital markets to the new dis- 
closures will be watched with interest to see if 
the dire predictions of opponents of lease 
capitalization come to pass. Careful evalua- 
tion of the impact of FASB Statement No. 13 
should tell us a great deal about the impact of 
accounting techniques on economic realities. 


Chamberlain [1975] notes the apparent 
deterioration of firms' debt-to-equity 
ratios as a result of SFAS 13. However, 
the economic reality of a firm's situation 
does not change, only its accounting re- 
porting requirements. In the following 
section, the theoretical base for the rela- 


tionship of market-determined risk and ` 


accounting-determined risk is discussed, 
and relevant research is reviewed. 


THEORY AND PREVIOUS RESEARCH 


A number of authors have considered 
the association between accounting data 
and systematic risk in empirical studies. 
Until recently, however, much of the 
work has been what Lev [1974a] called 
“fishing expeditions,” that is, correlation 
studies lacking theoretical bases. A num- 
ber of more recent articles have devel- 
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oped a theoretical framework for the 
association of market-determined and 
accounting-determined risk. 

The available evidence [Ball, 1972; - 
Gonedes, 1973; Breen and Lerner, 1973] 
is impressive in support of an associ- 
ation between accounting information 
and market-determined risk measures, 
and some theoretical justification for this 
association has been discussed. Several 
authors address this point: Lev [1974b] 
demonstrated a theoretical relationship 
between operating leverage and risk, and 
Hamada [1972] developed a theoretical 
argument for the association of leverage 
as a risk measure with market risk (beta 
coefficients). Turnbull’s [1977] syste- 
matic risk model identifies the systematic 


. risk of the firm in terms of firm-specific 


and economic variables. While this model 
is theoretically appealing, it is very diff- 
cult to estimate the relationship between 
firm-specific and general economic vari- 
ables. 

While there is considerable theoretical 
and empirical evidence in support of the 
association of. accounting-determined 
and market-determined risk, this, of 
course, is not the only issue in investi- 
gating the effects of ASR 147 and SFAS 
13 on systematic risk. Disclosure of 
leasing on the balance sheet would sig- 
nificantly alter the reporting of the capi- 
tal structures of firms doing a large . 
amount of leasing; however, efficient 
market theory would suggest that if 
investors are aware of the leasing com- 
mitments of firms, as they would be from 
10-K reports (at least since 1973) or from 
the research of financial analysts, this 
leasing information would have already 
been taken into account in their decisions. 
Hence, if capital markets are efficient, 
historical betas would already reflect the 
leasing information. In addition, the 
beta coefficients should be stable during 
the period surrounding the promulgation 
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TABLE | 
LEASING GROUP 1 


Present Value 


of Leases 
Company (in millions) 
Albertson's | 114 
Allegheny Airlines 67.6 
American Airlines 718 
Associated Dry Goods 208 
Atlantic Richfield А 752 
Beatrice Food Co. : 159.8 
- Burlington Northern 200 
Dayton Hudson 36 
Eastern Airlines 528 
Great A and P 116 
Hilton Hotels 47 
Holiday Inns 55.6 
May Dept. Stores 103 
Melville 14 
Mercantile Stores 57 
Pan American Airways 589 
Penny, J. C. 1,005 
Pillsbury 52.2 
Ramada Inns 31 
Redman Industries 18 
Safeway Stores 1,003 
Seaboard World Airlines 31.9 
Standard Oil (Indiana) 521 
Texaco 906 
Zimmer Homes 1.5 





633 
Debt/Total Debt/Total 
Total Debt . Assets (without Assets (with — 
(in millions) capitalization) capitalization) 

161 16 = 267 
157.9 24 .83 
1,194 | 42 68 
306 17 40 
2,914 41 48 
890.5 25 31 
1,127 35 40 
262 34 37 
1,031 32 65 
224 19 32 
149 31 .39 
321 .36 41 
517 42 48 
66 19 24 
117 ‚21 34 
1,316 ‚67 79 
1,361 16 42 
330 32 : .40 
322 70 72 
26 64 M 

1,106 A ae 
88.9 .38 `.60 
2,279 22 27 
3,491 222 .28 
9.9 vou 43 





Sources: Value Line Investors Surveys {1976, 1977, 1978] and Shakin [1977]. 


of the new lease accounting rules. As 
Benjamin [1977] notes, it is not likely 
that sophisticated capital markets could 
be fooled by off-balance-sheet financing. 

One recent empirical study by Ro 
[1978] specifically investigated the infor- 
mation content of accounting lease dis- 
closures mandated by the SEC in ASR 
147. Ro found that capitalized lease 
disclosures, as mandated by ASR 147, 
did significantly affect the distribution of 
the security returns. In addition, he 
found that firms disclosing only the 
present value of minimum lease commit- 
ments (a "balance sheet effect") were less 
significantly affected than those firms 
disclosing both the present-value effect 
and an income effect of capitalizing 


leased assets, and that high beta firms 
were more affected than low beta firms. 
Ro did not, however, investigate the 
specific effect of the disclosure require- 
ments on the systematic risk of the firms. 


SAMPLE, METHODOLOGY AND RESULTS 


The major emphasis of this study is on 
the question of whether the systematic 
risk of the common stock of firms en- 
gaging in substantial leasing has been 


altered by either the SEC's requirement 


or the FASB capitalization require- 
ments. The first hypothesis to be tested is 
that the SEC’s ASR 147 induced a change 
in the risk characteristics of firms en- 
gaging in substantial leasing. The second 
hypothesis is that the SFAS 13 pro- 
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TABLE 2 
NoN-LzaAstNG GROUP 2 








Alexander's Inc. Pueblo International Inc. 
Belco Petroleum Corp. Resorts International— 
British Petroleum Co. Ltd. CLA 

Champion Home Bldrs. Co. Southwest Airlines 


Continental Airlines Inc. Suave Shoe Corp. 
Fleetwood Enterprises Union Pacific Corp. 
Macy (R.H.) & Co.. United Inns Inc. 
Marathon Oil Co. Universal Foods Corp. 
National Airlines Inc. Vornado Inc. 
Northwest Airlines Inc. Ward Foods Inc. 

: Outlet Co. Weis Markets Inc. 
Piedmont Aviation Inc. Zayre Corp. 


nouncement on leasing induced a shift in 
the risk characteristics of firms engaging 
in substantial leasing. 

The Chow Test methodology is em- 
ployed to test if there has been a signifi- 
cant change in the beta coefficients of the 
securities across various time periods. 
Hollander's [1973] non-parametric test 
is also employed in assessing the changes 
in beta. 


Sample 


Three samples were identified and used 
in this study. Group 1 was identified, 
using both Accounting Trends and Tech- 
niques [AICPA 1976, 1977, 1978] which 
.summarizes accounting data for approxi- 
mately 600 large firms, and Value Line 
Investors Surveys [1977, 1978]. The oper- 
ational definition used for “substantial 
leasing” was, for purposes of this study, 
that the capitalized present value of lease 
commitments for firms included was to be 
greater than five percent of total debt 
after capitalizing the leases. Twenty-five 
firms were selected which were also in- 


cluded on the COMPUSTAT PDE tapes. . 


Table 1 illustrates the effects of such 
capitalization on the leasing group firms. 

Group 2 was selected from those which 
did not doa substantial amount of leasing 
and were matched by industry with the 
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TABLE 3 
RANDOM CONTROL GROUP 3 

AFA Protective Systems Greyhound Corp. 

Inc. Lubrizol Corp. 
Атах Inc. Monarch Machine Tool Co. 
American Bakeries Co. Monsanto Co. 
Belknap Inc. Preston Mines Ltd. 
Coleman Co. Inc. Rohm & Haas Co. 
Columbus & Southern Russ Togs Inc. 

Ohio Salem Corp. 
Crawford & Co, Technical Tape Inc. 
Dr. Pepper Co. Texas Gas Transmission 
First & Merchants Toro Co. 
Foremost-McKesson Inc. Twentieth Century-Fox 
General Bancshares Film 


General Steel Inds. 


leasing sample, using SIC codes. This 
group was used as a control group for 
comparison purposes. Table 2 contains 
the list-of the 23 firms which were in- 
cluded in Group 2. 

An additional control group, Group 3, 
was constructed by randomly drawing 24 
firms from the PDE tape to investigate if 
the selection of the control group had any 
effect on the results. Table 3 lists the 
firms included in Group 3. 


Methodology 

The monthly returns, including divi- 
dends for each company, in the three 
groups as well as on the Standard and 


‘Poor’s 500 Index were calculated for the 


period September 1970 through Decem- 
ber 1977 in the following manner: 
Pitta — Pit + Dis 

Ри 


Ri, = (1) 


where . 


Rj,-the monthly return on the ith 
security. 

P,,—the price of security i at the end of 
month ¢ adjusted for any stock 
splits and dividends. 

D,,=the dividend earned on the ith 
security during month t. 
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Regressions were run to estimate the 
systematic risk for various time intervals. 
The form of the regressions can be stated 
as follows: 


In (1+ R= a+ p; In (1+ Ru) +; (2) 
where 


R,y,,=is the monthly return on the 
S&P 500. 

0, 8; =parameters to be estimated by 
ordinary least squares regres- 
sion for each of the intervals of 
interest. 

fi;,=the random disturbance term 
for period t, that has an ex- 
pected value of zero and con- 
stant variance. 


The time period from May 1971 to 
October 1977 was partitioned into three 
intervals of equal length. The 26-month: 
first interval from May 1971 to June 1973 
corresponds to the period preceding the 
release of ASR 147. The second 26- 
month interval runs from July, 1973, to 
August, 1975, and is the interval prior to 
the release of the exposure draft of SFAS 
13. The final 26-month interval is com- 
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posed of September, 1975, to October, 


. 19777, being the period subsequent to the 


issuance of the exposure draft of SFAS 13. 
Figure 1 indicates the relationship be- 
tween the various intervals and shows the 
dates of importance. | 

In order to determine fully whether the 
market risk characteristics of the stocks 
had changed, a procedure is needed to 
test the stability of the beta coefficients. 
Two tests were used in this study, the . 
Chow Test and Hollander’s Distribution . 
Free Test. The stability of the betas were 
tested over intervals I and II, intervals ` 
П and III, and intervals I and III. 

In a recent article, Simonds and Collins 
[1978] employ the Chow Test method- 
ology for determining whether the market 
related risk component of a stock. has 
shifted. The Chow Test, first described 
by Chow [1960], is a statistical procedure ' 
specifically designed to test for statisti- 
cally significant shifts in the beta coeffi- 
cient in a linear time series regression. To 
compute the Chow statistic, two separate 
time periods must be identified. For pur- 
poses of this study, the critical events 
identified were the SEC’s ASR 147 in 


FIGURE 1 
ESTIMATION INTERVALS 


SEC’s ASR 147 
I v II 
May June July 
1971 1973 1973 


26 monthly returns 


26 monthly returns 


Release of ex- 


Effective date of 
posure draft of 


SFAS 13 


SFAS 13 (January 1977) 
v Ш v 
August September October 
1975 1975 1977 


26 monthly returns 
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TABLE 4 


Сном Tests RESULTS—ASR 147 А 
© (Number of Firms with Significant Change in Beta: Total Firms in Sample) 














Significant 
Change* No Change 
Leasing Group 1 1/25 24/25 
Non-Leasing Group 2 3/23 20/23 
Random Group 3 0/24 24/24 


І Standard 
Mean . Deviation Critical F 
1.28 1.27 4.04 
1.29 1.96 4.04 
84 86 





* A 5% significance level was used. 


June 1973 and the release of the initial 
FASB exposure draft on lease accounting 
in August 1975. Separate regressions 
were done on the data before the critical 
events. Residuals from each regression 
were calculated. In addition, a regression 
was run on the pooled data. Then, an F 
statistic was used to test the stability of 
both the intercept and slope parameters 
of the regression. , 

One problem with Chow Test method- 
ology is the power of the test to detect 
beta shifts when the absolute change in 
beta is small. As noted by Simonds and 
Collins, the power of the Chow Test is 
inversely related to the magnitude of un- 
systematic risk, that is, the size of the 
error variance in the regression. As a 
result, when analysis is done on a firm- 
by-firm basis, the power of the test to 
detect small beta shifts is low. Future 
research involving the creation of port- 


folios could be undertaken to overcome 


this shortcoming. 


4.04 


In addition, it was felt that in the light 
of the evidence on the distributional 
properties of security prices and returns, 
it would be appropriate to perform an 
additional test that was distribution-free. 
The test selected was Hollander's [1973] 
Distribution Free Test for the parallelism 
of two regression lines. 

The data were again divided into inter- 
vals as before. The null hypothesis that 
В, – В. =0 was tested against the alterna- 
tive В, 6. <0. This form was used 
because we expected to find an increase 
in risk in the later interval. 


Results 


The results of the Chow Test for each 
of the three matched groups comparing 
the period May 1971 to June, 1973, with 
the period July 1973 to August 1975, 
are presented in Table 4. | 

Based upon these findings, there ap- 
pears to have been no change in the 
market's assessment of the risk character- 


TABLE 5 


CHow TEST RESULTS—SFAS 13 y 
(Number of Firms with Significant Change in Beta: Total Firms in Sample) 











Significant Standard 
Change* No Change Mean Deviation Critical F 
Leasing Group 1 0/25 25/25 76 .97 4.04 
Non-Leasing Group 2 1/23 22/23 81 1.07 4.04 
Random Group 3 1/24 23/4 , 4.04 


.90 1.23 





* A 5% significance level was used. 
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TABLE 6 


Cuow Tesr RESULTS—PnE ASR #147 AND Post SFAS 13 
(Number of Firms with Significant Change in Beta: Total Firms in Sample) 

















Significant 
Change* No Change 
Leasing Group 1 3/25 22/25 
Non-Leasing Group 2 1/23 22/23 
Random Group 3 3/24 21/24 





Standard 
Mean Deviation Critical F 
1.40 . 1.77 4.04 
1.24 1.52 4.04 


1.38 1.76 4.04 














* A 5% significance level was used. 


istics of the leasing firms around the 
SEC's ASR 147. The non-leasing and 
random groups showed similar behavior. 

The results of the Chow Test for each 
of the three groups, comparing the 
intervals П and III, are presented in 
Table 5. 

Based upon the results in Table 5, there 
does not seem to be any indication of a 
shift in the beta coefficients of the firms 
in any of the three samples. This result 
implies that the release of SFAS 13 did 
not have any impact on the market's 
perceived risk characteristics of the leas- 
ing firms. 

The results of the Chow Test for each 
of the groups, comparing intervals I and 
III, are presented in Table 6. 

Again there appears to be no change in 
the beta coefficients of the firms in any of 
the three samples. 

The Hollander Test was run on all 
firms in each group for the three intervals 
as before: 


Significant 
Change 
Test 1: Interval I vs. Interval II None 
Test 2: Interval II vs. Interval III None 
Test 3: Interval I vs. Interval III None 


The test was run at the .05 level of 
significance, and we were unable to 
reject the null hypothesis for any of the 
73 firms in the sample for any intervals at 
this level of significance. 


INTERPRETATION AND CONCLUSIONS 


An important aspect of accounting 
research is assessing the information 
content of various changes in accounting 
disclosure requirements such as those 
represented by ASR 147 and SFAS 13. 
The evidence presented here is important 
in view of the uncertainty within the 
business community with respect to the 
impact of such accounting changes. As 
noted in a November 1977 Barron's 
article [Shakin, 1977, -р. 26], business 
leaders feared a deterioration in credit 
ratings abd the possibility that lenders 
would demand higher interest rates as a 
result of firmis showing more "debt" on 
their post SFAS 13 balance sheets. Al- 
though most financial analysts felt that 
there would be no dumping of stocks or 
cutting of credit lines as a result of SFAS 
13, some felt that there might be signifi- 
cant curtailments in expansion plans 
because of the new disclosure require- 
ments. Research on capital market reac- 
tions to new disclosures such as that 
presented in this paper should provide 
decision makers with a valuable aid in 
policy decisions. 

The evidence presented in this paper 
indicates that there was no systematic 
effect on the market's assessment of risk 
brought about by the change in financial 
reporting requirements. Neither. the 
SEC's ASR 147 nor the FASB’s pro- 
nouncement had any significant effect. 
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However, it should be noted that the 
methodology used may not have been 
powerful enough to detect small absolute 
shifts in the betas of individual securities, 
although, as a practical matter, small 
shifts of beta would probably have little 
economic significance for the capital 
markets. — 

The movement of leasing information 
into the footnotes of financial statements 


did not have any impact on the market’s | 


assessment of the risk characteristics of 
firms. Likewise, the movement from the 
footnotes to the balance sheet and into 
the earnings statement had no impact on 
the market's assessment ye systematic 
risk. 
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‘It appears that the information con- 


‘veyed by the disclosures may have 


already been impounded in the syste- 
matic risk of the firms, possibly because 
of the availability of this information 
from non-accounting sources, such as 
financial analysts. 

This study has focused on one aspect 
of the broader issue of the information 
content of capitalized lease data. Prior 
research [Ro, 1978] has investigated 
some aspects of this issue, and it is 
hoped that future research will investi- 
gate other aspects, such as the impact of 
such information on interest rates and 
credit ratings. 
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Unrecorded Human due A Survey 
|. of Accounting Firms" 
Training Programs | 


David A. Dittman, Hervey A. Juris, and Lawrence Revsine 


ABSTRACT: This article presents the findings of a survey of the training directors of the 
Big Eight public accounting firms and their perceptions of the extent of specific training 
offered by their firms. A previous article by the authors argued that specific training was a 
necessary (but not a sufficient) condition for the existence of unrecorded human assets. 
Our survey results suggest that the bulk of the training provided by the Big Eight firms is 


perceived to be general rather than specific. 


| IVEN the large süms. of money 
expended on human resources by 
| organizations, many useful man- 


agerial purposes may be served by estab- ` 


lishing management information systems 
to keep track of these flows. Recently, 
however, some academic and practicing 
accountants have attempted to make a 


leap from the existence of these expendi- . 


tures to the notiof that the organization 
has in fact made an investment in human 


resources which inappropriately is not. 


beirig reported as an asset on the firm's 
balance sheet. Therefore, it is said, a 
firm's assets are systematically under- 
reported because of this omission. Pre- 
sumably, the more.labor intensive the 
firm, the greater is the discrepancy. | 

Among the best known examples of 
firms attempting to measure the amount 
- of unrecorded. human assets аге К. С. 


Barry Corp., American Telephone and. 


Telegraph Company, and Lester Witte & 
Company (Craft and Birnberg, 1976]. 
The academic studies in this area include 

: Cullather [1967], Brummet et aj. [1968], 


. Lev and Schwartz [1971], Morse [1973], 


Jaggi and Lau [1974], Flamholtz [1974], 
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Friedman and Lev [1974], апа Ogan 
[1976]. Unfortunately, however, many ` 
of these studies have failed to recognize 
the important distinction between. an 
employee's own human capital and the 
unrecorded human assets accruing to the 
employer.! Using a human capital frame- 
work, Dittman, Juris and Revsine [1976] 
examined the conceptual foundation on 


"which the alleged “unrecorded human 


‚21 Despite the abundance of human resource account- 


‘ing (HRA) articles, integration of the underlying eco- - 


-nomics literature on human capital is surprisingly sparse. 
Exceptions to this statement are Cullather [1967], Lev 
and Schwartz [1971], Morse 1973), апа Friedman. and 

Lev [1974]. . 


` David A. Dittman is Associate Professor 
of Accounting, Duke University; Hervey 
A. Juris is Professor of Industrial Rela- 
tions and Urban Affairs, Northwestern 
University; and Lawrence -Revsine : is 
Eric L.. Kohler Professor of Accounting . 
and Information Systems, Northwestern 
University. 
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assets" rest and concluded that the em- 
ployee-training conditions that give rise 


to such assets are rare; furthermore, the 


resultant assets—even when .they do 
exist—are transitory and beyond man- 
agement control. The purpose of this 
paper is to extend that investigation by 
applying the theoretical model in our 
earlier paper to data on employee train- 
ing collected from the training directors 
of the Big Eight public accounting firms. 

This empirical setting was chosen 
because many advocates of. human re- 
source accounting have stated or implied 
that if human assets were to exist any- 
where, a service firm—such as a public 
accounting firm—would be the type of 
organization in which these assets would 
be most material. For example, Jaggi and 
Lau [1974, p. 238] state “[t]his type of 
personnel record is particularly common 
in professional firms (e.g., a CPA firm), 
for whom the model has especially more 
practical value since human resources are 
their main assets.” 

This paper has two sections. The first is 
a brief restatement of the theoretical 
framework developed in the Dittman, 
Juris and Revsine paper (hereafter DJR), 
which formed the basis of the current 
empirical investigation. The second is a 
description of our empirical research and 
a discussion of a theoretical considera- 
tion bearing on the relevance of our re- 
search design to the question at hand. 


THEORETICAL CONSIDERATIONS RELEVANT 
TO THE EXISTENCE OF UNRECORDED 
HUMAN ASSETS 


Becker [1962] defines general training 
as that which increases a worker’s pro- 
ductivity to many firms by an amount 
equal to the increased productivity real- 
ized by the firm providing the training. 
By contrast, specific training increases 
productivity more in the firm providing 
training than in any other firm. Com- 
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pletely specific training is training that 
increases a worker’s productivity solely 
in the firm providing the training. Based 
upon these definitions, DJR expressed 
the firm’s multiperiod equilibrium condi- 
tion for investment in general and specific 
training as: 


MRP,+ У (MRP) +) "=W, +G 
t=1 
+8+ Y W+) (1) 
t=1 


where 


MRP,=marginal revenue product in 
period, 
G =the firm’s cash outlay for gen- 
eral training, 
S=the firm’s cash outlay for 
specific training, 
i= interest rate, 
И/ о = wage in the training period, 
W,-— wage in period t (consists of 
cash payments plus other non- 
training fringe benefits). 


Equation (1) can beused to evaluate the 
conditions under which employee train- 
ing expenditures could conceivably give 
rise to unrecorded human assets from the 
firm's perspective. Flamholtz [1974, p. 
292] cites three prerequisite conditions 
which are necessary to qualify “people as 
assets" in the external reports of the 
firms that employ them: “(1) [the asset] 
must possess future service potential, (2) 
[the asset] must be measurable in mone- 
tary terms, and (3) [the asset] must be 
subject to the ownership or control of the 
accounting entity." Much of the past 
criticism directed against “putting people 
on your balance sheet" has centered on 
the third criterion. While the absence of 
effective control over the destinies of em- 
ployees by employers is indeed a serious 
problem for human asset capitalization, 


642 


our analysis in this paper centers on the 
first criterion, future service potential 
(FSP). Indeed, Flamholtz states [1974, p. 
293]: “[t]he most essential criterion for 
determining whether a cost is an ‘asset’ or 
an 'expense' relates to the notion of 
future service potential; this is the sine 
qua non of all assets." We agree, and, 
therefore, utilize Equation (1) to help de- 
termine the conditions under which train- 
ing expenditures give rise to FSP. 

In explaining the future service po- 
tential characteristic of assets, Hendrik- 
sen [1977, p. 257] emphasizes that “the 
rights must have a positive benefit ; rights 
with zero or negative potential benefits 
are not assets" (emphasis supplied). Flam- 
holtz clearly concurs since in discussing 


how to measure an employee's *'dis- . 


counted future earnings contributed to 
the firm" (i.e. FSP) he notes [1974, p. 
172], “We must, of course, deduct pay- 
ments to the individual for salary to 
derive a measure of his net contribution." 

Thus, the centralissue is whether train- 
ing expenditures “satisfy the criteria es- 
tablished for treating an object as an 
asset” [Flamholtz, 1974, p. 292]; ie., 
under what circumstances do these ex- 
penditures give rise to positive (as op- 
posed to zero or negative) potential 
benefits? 

Examination of Equation (1) indicates 
that where the training offered by a firm 
is totally general, S 20; the equation may 
therefore be written: 


MRP,+ У, (MRP(u oi) 'W,-G 
t=1 à . 


a 


+ Y Wen Q) 


t=1 


H 


Received doctrine and extensive empiri- 
cal evidence summarized by DJR show 
that after general training benefits are 


"The Accounting Review, October 1980 


internalized by workers, market forces 
tend to equate W, the post-training wage, 
with MRP, the post-training marginal 
revenue product of the worker. Thus, the 
summations over MRP, and W, in Equa- 
tion (2) cancel, leaving, after rearrange- 
ment: 


MRP, — G = Ж, (3) 


Equation (3) implies that а worker . 
views general training as a means for 
building his or her own human capital. 
That is, a wage W, which is less than 
MRP, is accepted in the expectation that 
the general training will raise the work- 
er’s future productivity so that MRP, 
>MRP,. Since the training is general, 
this increase will translate into higher 
future wages equal to MRP, and it is this 
expectation that induces the worker to 


. accept a wage lower than MRP,. Empiri- 


cal studies cited by DJR again confirmed 
the received doctrine, i.e., that workers 
indeed view G as part of the total wage 
“package.” Even though the firm pays the 
cash outlay for the training, the worker is 
really bearing the cost of the training by 
accepting a wage less than MRP,. Alter- 
natively (but equivalently) stated, -the 
total compensation paid to the worker . 
during the training period consists of two 
components, W, and G. In this view, G 
(along with W,) is properly charged off as 
an expense during the training period in 
order to match benefits (MRP,) with 
total costs (W, +G). ` 

To see how this view of G contrasts 
with the standard human resource ac- 
counting view, let us assume we know 
with certainty that the now generally 
trained worker will stay with the firm for 
the next 40 years. HRA advocates would 
contend that G gives rise to firm-specific 
future service potential benefits over the 
entire 40-year career of the worker in the 
firm; to charge off G as an expense during 
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the training period, according to this 
view, would ignore these future benefits 
(the “unrecorded human asset") and 
"mismatch" costs and benefits. But in 
our view, G is not a long-term asset since 
the firm-specific rights do not conform to 
Hendriksen's or Flamboltz's requirement 
that the rights have a positive net benefit. 
The worker will provide future benefits 
measured by 


40 
Y МЕР, 


t=1 


but by definition G has increased the 
productivity of the worker to many firms. 
Market forces will therefore tend to 
increase 

40 

Y W 


t=1 


until it is equal to 


40 
У MRP. 
t=1 
Thus, the net future service potential 
value of the generally trained worker is 
zero. To summarize, general training does 
not give rise to future firm benefits over 
the known employment span of the 
worker ; С is not an asset, and therefore С 
is properly expensed over the training 
period.* 

DJR next considered the case of specific 
training. By deünition, specific training, 
S, increases the employee's productivity 
to the firm providing the training by an 
amount greater than it increases his or 
her general market-wide productivity. 
Under these conditions, the worker 
would not be willing to bear the cost of 
the training since the increment te the 
employee's MRP is firm-specific and 
cannot be recouped in the marketplace. 
Since the specifically trained worker is 
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worth more to the firm that provided the 
training than to the general marketplace, 
there would be no necessary tendancy for 
the wage to be raised to MRP,. 

In these circumstances, the firm would 
bear the cost of S. This cost would qualify 
as an asset whenever у (MRP,— W)) 0. 
However, DJR introduced empirical 
studies by labor economists which sug- 
gested that even in the case of specific 
training, there are various forces which 
frequently erode the MRP,—W, dispar- 
ity. These factors (ie, employers' at- 
tempts to protect their human assets 
from the threat of interfirm mobility in 
tight labor markets) indicate that un- 
recorded human assets may not always 
exist even where the employee training 
was specific. 

DJR concluded by expressing skepti- 
cism regarding the importance and fre- 
quency of unrecorded human assets for 
external reporting in all employee train- 
ing situations, both general and specific. 
However, their analysis did indicate that, 
in theory at least, specific training is a 
necessary (but not a sufficient) condition 
for the existence of unrecorded human 
assets. 


THE EMPIRICAL STUDY AND ITS 
SIGNIFICANCE 


Despite the large number of studies 
which have empirically measured human 
assets using the criteria of HRA litera- 
ture, none has examined the extent to - 
which the necessary condition isolated by 


2 A complete charge-off of G during the training period 
is appropriate, in this view, even if a financial reporting 
period intervenes between the training period and the 
start of post-training contributions by the employee. For 
example, assume that a public accounting firm hires a 
new employee on November 1 and immediately puts 
this employee into a full-time two month training pro- 
gram. If the accounting firm prepares year-end financial 
statements, then G should be treated as a period expense 
since, in future periods, ZMRP,— EW,—0. 
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DJR— specific training—exists. To pro- 
vide the absent data, our empirical test 
consisted of a questionnaire directed to 
the national training partner (director) 
of each of the Big Eight firms regarding 
the extent of specific training in his firm. 
Specifically, we asked each training direc- 
tor to evaluate each of the courses 
offered in his firm's training curriculum 
along a continuum from general to 
specific. The data were collected using a 
structured interview form which may be 
obtained from the authors. The instru- 
ment was provided in advance to enable 
each director to familiarize himself with 
the definition of general and specific 
training provided at the beginning of the 
interview. In the interview, the respon- 
dent was asked to rate each course that 
his firm offered, using the seven-point 
Likert scale below: 


completely general 
predominantly general 
more general than specific 
equally general and specific 
more specific than general 
predominantly specific 
completely specific 


- Os tA 4 UC м ~ 


He was instructed by the interviewer to 
view the category Completely General" 
as being devoid of all specific training and 
the category ''Completely Specific" as 
being devoid of all general training. 


Results 
Table 1 reports the means and standard 


deviations for each homogeneous group- ` 


ing of courses (by firm) of a variable, х, 
defined as that proportion of course 
content which represents specific train- 
ing. х takes a value from 0.to 1 and is 
computed from the interview data using 
the transformation а —(score— 1)/6 such 
that о = 0 is totally general, i.e., devoid of 
specific training, and х= 1 is totally spe- 
cific, i.e., devoid of any general training.? 
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Courses were grouped according to 
their homogeneity of content by using the 
following functional classifications: audit 
and accounting, tax, management con- 
sulting or other. The mean g came from 
a linear combination of a's for each 
course equally weighted within the 
group.* 

Of the 31 cells in Table 1, 16 contained 
no perceived specific skills. Of the 15 in 
which positive amounts of specificity 
appeared, specificity. was less than five 
percent in eight cells, between five percent 
and 10 percent in two cells, and greater 
than 10 percent in five cells. If we view 
Table 1 by firm, we find that B perceived 
no specialization at all in any category, 
while F consistently perceived: specific 
training in amounts in excess of 15 per- 
cent in each of its major functional train- 
ing programs. Only one other firm 
reported perceived specific training in 
excess of 16 percent in any cell: D in the 
classification *Audit and Accounting." 

In viewing Table 1 by functional classi- 
fication, we observe that only B and G 
perceived no specificity in their courses in 
auditing and accounting; the other six 
perceived some positive amount of spe- 
cific training content including the large 
amounts cited by D and F mentioned 
above. All firms except F perceived their 
tax curriculum as containing completely . 
general skills. Only three (E, F, G) of the 
eight firms perceived specific content in 


? The interval from 1 to 7 was used in the question- 
naire to disassociate the numeral zero from an extreme 
point. Since zero is considered to be completely devoid 
of quantity, or value, we felt that the use of zero at the ` 
“Completely General” extreme point would be subject 
to an-unintended pejorative interpretation. 

* There exist alternative logical weighting techniques. 
For example, each course could be assigned a weight 
based upon its proportional share of total enrollment 
-or-the total direct cost of training associated with it. In 
this preliminary analysis, equal weighting was the most 
expedient choice since other information was not readily 
available. ' 
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TABLE 1 А 
MEANS AND (STANDARD DEVIATIONS) OF ASSESSED SPECIFIC TRAINING BY HOMOGENEOUS COURSE GROUP BY FIRM 











Audit and 
Accounting 


Ее Courses 





01042 
(.04034) 


| 





Range in number of courses* 
Mean number of courses 











А | 0125 
(.04390) 

0 

(0) 


16667 
(.29546) 
03274 
(08579) 
17619 
(14877) 
0 

(.0) 
02778 
(.08847) 
14-56 

|. 345 





Management 


Consulting : Other 





.02500 
(11314) 


о 






00901 
(.05405) 


0 
(0) 
01961 
(.07843) 
.16667 33333 
(.0) (.0) 
0 08642 
(0) (.20473) . 
0 | 0 
(.0) (0) 
2-26 3-27 
11.5 


.05102 
(.00232) 


01754 
_ 607443) 


11212 
(27717) 


0 - 
(0 /— 


ы, 
e 


11.4 30.0 
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* The number of courses in each cell is omitted in order to avoid identifying the firms. 


their formal training for management 
consulting. 

In summary, then, the main observa- 
tion that can be made by careful inspec- 
tion of Table 1 is that differences in the 
perception of specific training do exist 
between firms апа among homogeneous 
functional course classifications within 
firms. However, in no case does the 
magnitude appear to be very large. 

If we are to draw inferences across 
firms, it would be useful to know whether 
training directors were using consistent 
standards—i.e., when a course contains 
greater amounts of specific training 
would each training director perceive 


this and score the course similarly? To 
test for this consistency, we matched 
courses with similar content across firms 
and ran Pearson product-moment corre- 
lations on the ratings given. Table 2 
shows that the directors appeared to be 
consistent with one another in their 
ratings. 


Interpreting the Results 


The training directors’ assessments 
strongly indicate that the proportion of- 


5 К is no easy matter to identify even a few course: 
which could be considered to be of similar content. How- 
ever, courses such as the following were offered by most 
firms: Audit 1, Audit 2, Audit 3, Firm EDP Audit 
Package, Tax 1, Tax 2, etc. 

i 
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* NV indicates that no coefficient could be calculated, due to non-variation in the rankings of the cotrses chosen. 


specific training is small in relation to 
total training in the Big Eight firms. We 
cannot categorically state, however, that 
this small propotion of specific training 
to total training means that training- 
induced unrecorded human assets are 
immaterial. The reason is that the trans- 
formation function which exists may be 
such that a small proportion of S does 
lead to a large unrecorded human asset. 
Given our survey findings, those who 
contend that public accounting firms 
possess substantial unrecorded human 
assets must implicitly be asserting the 
existence of such a transformation func- 
tion. 

However, anyone proposing such a 
transformation must demonstrate that 
the value of the resulting firm asset is 


characterized by some sort of multiplier 
effect, ie. relatively small amounts of 
specific training must have the potential 
to lead to relatively large unrecorded 
human asset amounts. It turns out that 
this condition can arise only when the 
firm providing the training is out of 
equilibrium in the provision of such 
training. Specifically, the out-of-equi- 
librium condition must be in the direc- 
tion of too little investment in specific 
training. 

The reasoning in support of this posi- 
tion is straightforward. A firm that is in 
equilibrium with respect to specific train- 
ing should invest in specific training until 

* 


S = Y (MRP, — WY1 + i)*. 
t=0 


Dittman, Juris and Revsine 


Now, if the firm is in equilibrium and S is 
relatively small (our survey finding), then 
the asset 


Y (MRP, — Wyi + 0" 
:=0 


must also be relatively small. Given that 
S is small, the unrecorded asset can be 
large only when (1) the firm is out of 
equilibrium and (2) the firm is grossly 


underinvesting in specific training, ie. ' 


where the discounted present value of the 


У, MRP, – W, 
t=0 


is much larger than S, 
Unfortunately, we know of no evidence 
` on this point. Without such evidence, one 
cannot draw inferences regarding the 
magnitude of human assets arising fro 
training. — - 
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SUMMARY 


Our survey findings show that the 
training directors of Big Eight public 
accounting firms perceive that only a 
small amount of their training is specific, 
where specific training is defined in ac- 
cordance with the Becker [1962] model. 
Given these results—and assuming that 
the training directors’ perceptions mirror 
the underlying reality—the existence of 
significant unrecorded human assets in 
such firms can be supported only if it can 
be demonstrated that the firms are 
grossly out of equilibrium in the pro- 
vision of specific training. · 


$ Some people might argue that a value of S greater 
than 15% (see Firm F data in Table 1) may lead to 
material unrecorded human assets. We should point 
out, however, that S is a necessary but not a sufficient 
condition for the existence of unrecorded human assets 
arising from training. See DJR [1976, pp. 57-63]. 
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The Return of ^Problem"' Confirmation 
Requests by the U. S. Postal Service 


Robert H. Ashton and Robert E. Hylas 


ABSTRACT: The study reported here provides evidence on one assumption that is 
made routinely in the conduct of an audit — that the U. S. Postal Service will return to 
. the auditor confirmation requests that are difficult or impossible to deliver. Six hundred 

confirmation requests were sent to non-existent addressees and/or non-existent street 
addresses in 25 cities, and the percentage and timing of the returned requests were 
analyzed. The use of a complete 2x2x2x3 factorial design enabled the impact of four 
independent variables— size of city, type of recipient, type .of postage, and type of 
"problem" or error—to be assessed for both the percentage of requests returned and 
the timing of the returns. In this study, 100 percent of the confirmation requests mailed to 
non-existent names at non-existent addresses were returned as undeliverable by the 
Postal Service. However, when an existing name (address) was used, some of the re- 
quests were delivered, despite the non-existent address (name). Overall, the results 
suggest that auditors are justified in relying on the U. S. Postal Service to return "problem" 


confirmation requests. 
ONFIRMATION replies are one of the 
( most common forms of audit evi- 
dence. Several research studies 
have shown, however, that recipients of 
confirmation requests often confirm in- 
correct balances.! These studies have 
concerned only the amount of the balance. 
None investigated the effectiveness of 
confirmation requests for establishing 
the legitimacy of the accounts. From the 
standpoint of both the auditor and the 
owners of the firm, however, the conse- 
quences of failing to detect fictitious 
accounts could be severe. Relative to the 
legitimacy of the accounts selected for 
confirmation, auditors rely on the U.S. 
Postal Service to return promptly all 
"problem" confirmation requests, e.g., 
confirmation requests addressed to ficti- 
tious parties or to incorrect addresses. 
Itis possible that confirmation requests 
sent to names and addresses that are'not 
totally fictitious will be delivered to some- 
one. In this case, auditors rely on the 
i à 1 
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recipients to return the requests either 
directly to the auditors or to the Postal 
Service. Stettler [1977, p. 168] states very 
succinctly the auditor's concern over 
such requests: "Confirmation requests 
should be mailed in envelopes bearing the 
auditor's return address, so that any 
which cannot be delivered will be re- 
turned to the auditor.... Requests re- 


! See Davis et al. [1967], Hubbard and Bullington 
[1972], Sauls (1970, 1972], Sorkin [1978], and Warren 
[1974, 1975]. 


This research was conducted while the first author was 
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turned by the [Postal Service] because 
they were undeliverable warrant particu- 
larly close attention." 

This paper reports an experiment de- 
signed to investigate the performance of 
the U.S. Postal Service relative to “prob- 
lem" confirmation requests. The primary 
objective of the study was to determine 
the behavior of the Postal Service in 
returning to the auditor confirmation 
requests that are difficult or impossible to 
deliver. А secondary objective was to 
assess the propensity of recipients to 
return to the auditor confirmation re- 
quests that had been *'erroneously"' 
addressed or delivered to them. Our 
intent was to provide empirical evidence 
about the validity of an assumption that 
is made routinely in the auditing process, 
ie. that “problem” confirmation re- 
quests will be returned to the auditor. We 
know of no prior evidence on this issue. 


METHOD 


Six hundred fictitious confirmation 
requests bearing the names of non-exist- 
ent addressees and/or non-existent street 
addresses were mailed to 25 cities in the 
United States. Both the percentage re- 
turned and the timing of the returns were 
statistically analyzed. Four independent 
variables were manipulated to assess their 
respective impacts on the percentage and 
timing of the returns. 


Independent Variables 


The four variables that were systemati- 
cally manipulated were (1) the type of 
. recipient to whom the confirmation re- 
quests were addressed, (2) the size of the 
city to which the requests were sent, (3) 
the type of postage used, and (4) the type 
of error or “problem” involved. The 
levels that each of these four variables 
could assume are discussed below. 

Type of Recipient. Two types of recipi- 
ents were investigated. Half of the re- 
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quests were mailed to individuals' names, 
designed to represent retail customers. 
The other half were sent to company 
names in an effort to represent commer- 
cial customers. 

Size of City. Both “large” and “small” 
cities were included.? The cities were 
chosen by (1) ranking from largest to 
smallest the 95 U.S. cities in which Peat, 
Marwick, Mitchell & Co. has offices; (2) 
dividing these cities into the largest, 
middle, and smallest thirds; and (3) 
randomly selecting 15 cities from both 
the largest and smallest thirds. It was 
infeasible to include five of the selected 
cities because of difficulties in obtaining 
telephone directories and/or detailed 
street maps. Therefore, 25 cities (12 large 
and 13 small) constituted the final sample. 
The large cities, with populations of 
approximately 500,000 and up, were 
Baltimore, Dallas, Denver, Houston, 
Indianapolis, Jacksonville, Memphis, 
Milwaukee, Nashville, San Diego, San 
Francisco, and St. Louis. The smali 
cities, ranging in population from ap- 
proximately 50,000 to approximately 
150,000, were Albany, Amarillo, Billings, 
Davenport, Hackensack, Little Rock, 
Newport Beach, Peoria, Portland (Me.), 
Raleigh, Roanoke, Rockford, and White 
Plains. 

Type of Postage. Two types of postage 
— special delivery and first class (me- 


.tered)—were employed. 


Type of Error. Three types of errors, 
or "problems," were investigated. Each 
type involved an addressee who did not 
exist in that city, according to the local 
telephone directory, and/or a street ad- 
dress that did not exist in that city, 
according to a detailed local street map. 
Hereafter, we refer to non-existent ad- 
dressees as “bad names" and to non- 


2 Small towns and rural areas were excluded from the 
sample. 


‚ Ashton and Hylas 
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FIGURE 1 
THE CONFIRMATION REQUEST 


HARBOR NATIONAL SAVINGS BANK 
150 E. 48th Street 
New York, New York 10017 


(Recipient’s Name 
and Address) 


Dear Depositor: 


Our auditors, Peat, Marwick, Mitchell & Co., are making their annual examina- 
tion cf our savings department. In regard to that examination, please confirm 


that the balance in your saving account on 


was 


Transactions since that date are not to be considered. If the balance is correct, 
please sign this form in the space provided below and return it directly to 

our auditors. If the balance is not correct, please use the reverse side of 

this letter to give our auditors full details of the difference. 


A self-addressed stamped envelope is enclosed for your convenience. 


The above is correct except as noted. 


Signature 


existent street addresses as “bad ad- 
dresses.” Similarly, valid addressees and 
addresses are referred to as good names” 
and "good addresses," respectively. The 
three levels of the Type of Error variable 
were bad name/good address, good 
name/bad address, and bad name/bad 
address. 


Design | 
A complete 2x2x2x3 factorial analysis 


Very truly yours, 


Arnold M. Kiestler ` 
Vice President, Savings 


of variance design was employed. Since 
for the principal data analyses there was 
only one observation per cell (the per- 
centage returned), three-factor and four- 
factor interactions could not be esti- 
mated. Instead, the mean squares for 
these interactions were used to form the 
error term for the analysis of variance 
(see, for example, Cochran and Cox 
[1957]). Thus, five degrees of freedom 
were used for testing the four main 
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effects, nine were used for testing the six 
two-factor interactions, and the remain- 
ing nine were used to form the error 
term. 


Procedure 


Twenty-five confirmation requests 
were mailed for each of the 24 combi- 
nations of levels of the four variables. 
Two requests for each of the 12 combina- 
tions of Type of Recipient, Type of 
Postage, and Type of Error were mailed 
to each city, for a total of 24 requests per 
city. All were mailed from New York 
City.? Fifty requests were mailed each 
day (two per city) for 12 consecutive 
business days, beginning on May 23, 
1979. Each outgoing envelope contained 
a confirmation request and a return 
envelope. 


The Confirmation Request 


Since the confirmation requests were 
fictitious, it was not considered desirable 
to use a receivables confirmation request. 
However, since one purpose of the study 
was to evaluate the total number of 
"problem" confirmation requests re- 
turned (in addition to the number re- 
turned directly by the Postal Service), it 
was important to include in each envelope 
something of comparable importance to 
a receivables confirmation request. А 
savings account confirmation request 
was enclosed. This request, shown in 
Figure 1, asked the recipient to confirm 
the balance in a savings account at a 
(non-existent) savings bank located at a 
(non-existent) New York City address.* 
The recipient’s name and address, the 
confirmation date (April 30, 1979), and 
the account balance ($124.88) were indi- 
vidually typed on each request. Each 
request bore the signature of Arnold M. 
Kiestler, who is not listed in the New 
York City telephone directories. 
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RESULTS 
Overview 


An overview of the results is presented 
in Table 1. Both the number returned 
directly by the Postal Service and the 
number returned by other parties are 
shown for each of the four independent 
variables. The 509 confirmation requests 
that were returned by the Postal Service 


$5 4€ 


were marked “по such address," “по 


‘such person in this city," or something 


to that effect. The 41 requests in the 
“Otherwise Returned” column of Table 
1 include those returned in either return 
envelopes or outgoing envelopes. Thirty- 
two of the 41 requests were returned in 
the return envelopes. These 32 requests 
had been delivered to someone, and the 
recipients typically responded that an 
error must have occurred because they 
had no account at this savings bank. 
Eight of the 41 requests were returned in 
the outgoing envelopes, which had been 
opened and then resealed. While no 
writing appeared on these eight, it seems 
likely that after looking at the requests - 
the recipients concluded that they were 
intended for someone else, and sent them 
back to the Postal Service.? To summar-: 
ize, Table 1 shows that 509 (84.8 percent) 
of the 600 requests were returned directly 
by the Postal Service as undeliverable, 
41 (6.8 percent) were returned by recipi- 
ents, and the remaining 50 were not 


- 3 Consideration was given to varying the city of origin 
as well as the city of destination. Since our purpose was 
to determine Postal Service and recipient behavior at the 
destination, however, it was felt that no bias would be 


: introduced by using only one city of origin. 


* The name and address of the savings bank were 
printed in typical letterhead format. 

5 The remaining item included in this column rep- 
resents a telephone call from a recipient who stated that 
his company had no such account. For data analysis 
purposes, it is considered to have been returned by the 
recipient. 
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TABLE 1 
OVERVIEW OF THE RESULTS 
Number and Percentage Accounted For 
Returned By Postal 
Service Otherwise Returned , Total Accounted For 
Number Эа А Sak esse nD 
Variable Sent No. Ж No. ye ofp No. % 

Total Sample 600 509 84.8 4l 6.8 45.1 550 91.7 
Type of Recipient 

Individual 300 270 90.0 7 23 23.3 277 92.3 

Company 300 239 79.7 34 11.3 55.7 273 91.0 
Size of City 

Large 288 247 85.8 22 7.6 53.7 269 93.4 

Small 312 262 84.0 19 6.1 38.0 281 90.1 
Type of Postage 

Special Delivery 300 244 81.3 27 9.0 48.2 271 90.3 
‚ First Class 300 265 88.3 14 4Л 40.0 279 А 93.0 
Туре of Error , ў 

Bad Name/Good Address 200 163 81.5 10 5.0 27.0 173 86.5 

Good Name/Bad Address 200 146 730 . 31 15.5 57.4 177 88.5 

Bad Name/Bad Address 200 200 100.0 0 0.0 — 200 100.0 





* Percentages in this column are based on all requests that were mailed. 
> Percentages in this column are based on requests not returned by the Postal Service. ~ 


returned. Table 1 also shows that 45.1 
percent of the requests not returned 
directly by the Postal Service were re- 
turned by recipients. 

When considering the effects of the 
four independent variables, the most 
important result pertains to the type of 
error or "problem." All 200 requests 
that were sent to non-existent addressees 
at non-existent street addresses were 
returned as undeliverable by the Postal 
Service. Considerably fewer of the bad 
name/good address and, especially, the 
good name/bad address requests were 
returned by the Postal Service. Table 1 
shows that over three-fourths of those 
returned by recipients were good name/ 
bad address requests, indicating that the 


Postal] Service determined the correct 
addresses and made delivery despite the 
non-existent addresses on the envelopes. 
The table also indicates that 57.4 percent 
of the good name/bad address requests 
not returned directly by the Postal Service 
were returned by other parties. The com- 
parable number for the bad name/good 
address requests was only 27.0 percent. 
Further, the majority of requests that 
were returned by someone other.than the 
Postal Service had been addressed to 
companies instead of individuals or they 
had been mailed via special delivery 
postage instead of first class. Finally, 
Table 1 indicates that while three of the 
four variables had some effect on the 
' percentage returned as undeliverable, 
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most such effects virtually disappeared 
when those returned by other parties 
were considered. 


"TABLE 2 


ANALYSIS-OF-V ARIANCE RESULTS FOR CONFIRMATION 
REQUESTS RETURNED BY POSTAL SERVICE 








| Degrees of . Type of Error to be statistically signifi- 
Effect Freedom F cant at the .01 level. None of the other 
Type of Recipient (R) 1 626 three variables reached significance at 
Size of City (S) 1. 0.19 this level, although Type of Recipient 
Type of Postage (P) 1 2. was significant at .05. Type of Error (E) 
каке ^ о interacted with both Type of Recipient - 
RxP 1 1.95 (В) and Type of Postage (P) to produce 
RxE 2 89° two significant (р < .01) two-factor inter- 
E » "Es actions, as shown in Figure 2. 
PxE 2 14.12* Part (a) of Figure 2 indicates that 
я approximately the same percentage of 
pom confirmation requests addressed to bad 
FIGURE 2 
SIGNIFICANT TWO-FACTOR INTERACTIONS 
Percentage р Percentage 
Returned By Returned By 
Postal Service Postal Service 
; 100.0 100.0 100.0 100.0 
100 | omm À BN/BA 100 тке oe 
GN/BA 
22 83.3 90|  go1 
80 ae 80 
BN/GA 
70 70 ; 
60 GN/BA 60 
56.1 
50 50 54.7 


Individual Company 


Recipient x Error . 
Interaction 


(a) 
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Effects of Independent Variables 


Table 2 presents the analysis-of-vari- 
ance results based on the 509 requests 
that were returned as undeliverable by 
the Postal Service. The 100-percent re- 
turn for the bad name/bad address 
requests caused the main effect due to 


Special First 
' Delivery Class 


Postage x Error 
Interaction 


(b) 


` Ashton and Hylas 


names with good addresses were returned 
by the Postal Service regardless of 
whether the addressee was an individual 
or a company. For the good name/bad 
address combination, however, far more 
were returned by the Postal Service when 
addressed to individuals than when ad- 
dressed to companies. Part (b) of Figure 
2 reveals that a larger percentage of the 
bad name/good address requests were 
returned by the Postal Service when spe- 
cial delivery postage was used than when 
first class postage was used, but that 
considerably fewer special delivery items 
were returned, vis-d-vis first class, when 
a good name was combined with a bad 
address.? 

An analysis of variance was also per- 
formed on the 550 requests that could be 
accounted for, as opposed to the 509 that 
were returned by the Postal Service. 
Again, the Type of Error main effect and 
the Recipient x Error and Postage x 
Error interactions were significant at the 
.01 level, and no other effects were 
significant. Further, the interaction 
graphs had the same shapes as those in 
Figure 2. 


Timing of Returns 


The amount of time that elapsed before 
the requests were returned, in addition 
to the percentage returned, was of inter- 
est. Elapsed time ranged from two days 
to 47 days, with a mean of 9.6 days. These 
numbers are based on the entire 550 re- 
quests that can be accounted for, instead 
of only the 509 that were returned by the 
Postal Service, since auditors are inter- 
ested in all “problem” confirmation 
requests regardless of who returns them. 
Column (a) of Table 3 shows the mean 
elapsed days for each level of each of the 
four variables. Two-sample Kolmo- 
gorov-Smirnov tests [Siegel, 1956] on the 
cumulative (percentage) distributions of 
returns over time revealed that these dis- 
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TABLE 3 
TIMING OF RETURNS 
(a) (5) 
MeanDays Percentage of 
Until Total Returns 
Return Within 21 
Variable . Days 
Total Sample 9.6 days 97.5% 
Туре of Recipient 
Individual 9.5 97.1 
Company 9.7 97.8 
Size of City 
Large 10.8 96.3 
Small 8.5 .98.6 
Type of Postage » - 
Special Delivery 8.5 ` 989 ` 
First Class 10.7 96.1 
Type of Error 
Bad Name/Good Address 10.8 97.1 
Good Name/Bad Address 9.4 97.2 
Bad Name/Bad Address 8.8 98.0 


tributions were significantly different 
(p<.05) for all four variables." As 
column (b) of Table 3 indicates, however, 
an average of 97.5 percent of those that 


‚сап be accounted for were returned 


within 21 days, and this percentage 
differed very little across levels of the 
respective variables. Therefore, the sta- 
tistically significant results for the dis- 


6 Figure 2 reveals that relatively few good name/bad 
address confirmation requests were returned as un- 
deliverable by the Postal Service when they were ad- 
dressed to a company (56.1 percent) or when they were 


` sent via special delivery postage (54.7 percent). While the 


experimental design used does not permit estimation of 
the three-factor interaction among Type-of Recipient, 
Туре of Postage, and Type of Error, it is interesting to 
note that only 28 percent of the good name/bad address 
requests that were sent via special delivery to actual 
companies were returned as undeliverable. 

7 A two-sample Kolmogorov-Smirnov test was per- 


` formed on each of the three pairwise combinations of 


levels of the Type of Error variable. All comparisons 
were statistically significant. 


s 
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tribution of returns may be of little or no 
practical significance. 


DISCUSSION 


To recapitulate, this study found that 
84.8 percent of "problem" confirmation 
requests were returned by the Postal 
Service as undeliverable. An additional 
6.8 percent of the total sample (45.1 per- 
cent of those not returned by the Postal 
Service) were returned by other parties. 
Thus, a toal of 91.7 percent (550 of 600) 
of the requests could be accounted for. 
Moreover, 97.5 percent of these 550 
requests were returned within three 
weeks. Since auditors often send second 
requests to nonrespondents within ap- 
proximately three weeks, these results 
imply that virtually all “problem” con- 
firmation requests that eventually will be 
returned by any party will be returned 
within the typical confirmation cycle. 

These results also indicate that the 
type of problem or error has a significant 
impact on the percentage of confirmation 
requests returned by the Postal Service. 
АП 200 requests that were mailed to 
non-existent addressees at non-existent 
street addresses were returned by the 
Postal Service (with a mean elapsed time 
of 8.8 days). Only 81.5 percent (73.0 
percent) of the bad name/good address 
(good name/bad address) confirmation 
requests were returned by the Postal 
Service. Moreover, these two levels ofthe 
Type of Error variable interacted with 
both Type of Recipient and Type of 
Postage, suggesting that the performance 
of the Postal Service is a relatively com- 


plex function of these three variables. The ` 


remaining variable investigated (Size of 
City) had no impact on the results— 
either on an overall basis or in conjunc- 
tion with other variables. 

The significant interaction between 


Type of Error and Type of Recipeint (see © 
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Figure 2) may indicate that the Postal 
Service was more successful at locating 
actual companies whose addresses were 
misstated than it was at finding individ- 
uals. It is also possible that more effort 
was devoted to locating companies. 
Likewise, the significant interaction be- 
tween Type of Error and Type of Postage 
may imply that the Postal Service de- 
voted more effort to delivery when a 
confirmation request mailed to a valid 
addressee was sent via special delivery 
postage than when first class postage was 
used. 

As discussed earlier, 550 of the 600 
"problem" confirmation requests were 
returned—509 by the Postal Service and 
41 by other parties. What happened to. 
the remaining 50? While a definitive 
answer cannot be provided, it seems very 
likely that the great majority were de- 
livered to recipients who did not return 
them to either the Postal Service or the 
auditor. That is, it seems doubtful that 
these 50 confirmation requests are in the 
“dead letter" file of the Postal Service. 
Note that the Postal Service returned 100. 
percent of the bad name/bad address 
confirmation requests, ie., all requests 
for which delivery should have been 
impossible. Thus, the 50 requests that 
never were returned bore either a good 
name or a good address. This result, 
along with the finding that 45.1 percent 
of the requests not returned by the Postal 
Service were returned by recipients, im- 
plies, although it does not prove, that the 
great majority of the remaining 50 re- 
quests were delivered by the Postal 
Service. 


CONCLUSION 
These results support the auditor's 
assumption that the U.S. Postal Service 
will. return as undeliverable “problem” 


Ashton and Hylas 


confirmation requests. This is particu- 
larly true when such requests are mailed 
to non-existent names at non-existent 
addresses. In this study, 100 percent of 
such requests were returned by the 
Postal Service. When an existing name 
(address) is used, some requests will be 
delivered despite the nonexistent address 
(name). In this study between 10 percent 
(41/400) and 23 percent (91/400) of such 
requests were delivered. However, at 
least 45 percent (41/91) of the delivered 
requests were returned by the recipients 
to either the Postal Service or the audi- 
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tor.? Moreover, “problem” requests will 
be returned on a timely basis, with virtu- 
ally all that are going to be returned 
coming back within the typical three- 
week confirmation cycle. Finally, this 
level of performance is not affected by the 
type of recipient or the size of the city, 
and regular first-class mail is sufficient. 


8 Since Post Offices outside the United States were not 
included in our study, we have no evidence to either sup- 
port or deny the possibility of differential performance 
across countries. 

? If some of the remaining 50 requests were not de- 
livered by the Postal Service, this percentage would, of 
course, be higher. 
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EDITORIAL 


“Intermediate” and Advanced" 
Accounting: The Role of 


“Economic Consequences" 


In a previous Editorial, I argued that theory should play a much larger role in the 
teaching of "intermediate" accounting [Zeff, 1979]. Of equal concern, in my view, is 
the recognition in “intermediate” and “advanced” accounting courses of the place of 
*economic consequences" in standard setting. | 

If one may judge from the textbooks available for adoption, accounting practices 
have traditionally been explained in terms of “the accounting model.” In virtually all 
of the textbooks, the model" has dealt with the matching of costs with revenues in 
order to arrive at a proper measure of income. Recently, the emergence of the decision 
usefulness approach to accounting theory has led textbook authors to refer more 
copiously to the possible uses of accounting information, although it is not clear that 
this reorientation has led to different policy recommendations. Undoubtedly, the 
publication of two influential monographs [AAA, 1966; AICPA, 1973] has accounted 
for much of the jargon of decision usefulness in financial accounting textbooks. 

In the last 20 years, however, evidence has been abundant and well-publicized that 
considerations other than “the accounting model" have figured importantly in the 
setting of accounting standards—and are frequently invoked as powerful reasons 
why extant standards should be changed. Yet "intermediate" and "advanced" 
accounting textbooks are largely silent about the role which these forces have played, 
and continue to play, in accounting debates. 

There is little need to rehearse the myriad “political” factors which have intruded in 
the setting (and subsequent criticism) of standards in such areas as the investment tax 
credit, the implicit discount in convertible debt, business combinations and goodwill, 
leases, research and development costs, foreign exchange, restructuring of troubled 
debt, oil and gas accounting, and accounting for the effects of changing prices. The 
literature offers ample testimony to the fact that considerations other than “һе 
accounting model" have played a heavy role in the policy-level debates preceding, 
during, and following the setting of standards in these highly controversial areas. But 
the readers of “intermediate” and “advanced” accounting textbooks are led to believe 
otherwise. That these textbooks explain extant accounting practices almost solely in 
terms of "the accounting model" permits the inference that the comings and goings 
of accounting practice can be comprehended by reference to the “model” alone. 

It is my aim in this Editorial, first, to review the textbooks themselves, second, to 
speculate on the reasons why “economic consequences" occupy such а miniscule 
place in the textbook literature, and, third, to argue for a course of reform. | 
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I conducted an examination of the six *intermediate" textbooks carrying copyrights 
of 1978 or later, and of the eight advanced" textbooks with copyrights of 1978 or 
later. In the “intermediate” books, I looked at the authors’ discussions of three 
accounting problem areas in which “economic consequences" were indisputably at 
play: the investment tax credit, oil and gas accounting (full costing versus successful 
efforts), and the restructuring of troubled debt. The circumstances in which the 
standards were set are well known; indeed, they have been widely celebrated in articles 
appearing in Forbes, Business Week, Barron's, The Wall Street Journal, and other 
places. 

The "intermediate" books were Meigs, Mosich and J ohnson [1978], Welsch, 
Zlatkovich and Harrison [1979], Kieso and Weygandt [1980], Ellis and Thacker 
[1980], Nikolai, Schroeder, Bazley and Reynolds [1980], and Davidson, Stickney 
and Weil [1980]. They are here abbreviated as MMJ, WZH, KW, ET, NSBR, and 
DSW, respectively. 

On the investment tax credit, MMJ mention the "strong opposition from the 
business community" to APB Opinion No. 2 and the "strong pressure on Congress 
by some business groups" in 1971 [p. 490], but they provide readers with no clue why 
such “opposition” and “pressure” were brought. It certainly was not because of dis- 
agreements over "the accounting model." WZH write that “The [APB] lost the battle 
in the political arena" [p. 497], yet they do not inform readers that the aggressors in 
this accounting combat had absolutely no regard for “the accounting model." Nor do 
they reveal why accounting debates are waged in a “political arena.” In KW, readers 
are told that “Such strong resistance to [APB Opinion No. 2] resulted” that Opinion 
No. 4 had to be issued [pp. 535—536]. The intervention of the SEC is not disclosed. 
Moreover, the basis of the “resistance” is not stated. KW then allege that Congressional 
action in 1971 “sets a dangerous precedent" [p. 536]. Again the issues are not disclosed, 
and the heavy involvement of corporate managements (and the Treasury Department) 
is nowhere mentioned. ET [pp. 327-330] and DSW [paras. 20.41—20.57] treat the sub- 
ject as if nothing unusual had happened. NSBR twice mention “political pressure" 
[pp. 367, 369], but the only indication of the source of such "pressure" appears in an 
ostensibly innocuous sentence: “An argument [in favor of the flow-through method] 
is that the intent of the investment credit is to encourage investment by reducing tax 
expense in the period the asset is first used" [p. 367]. Yet the "economic consequences” 
implications of this argument are nowhere brought out. 

While WZH [pp. 704-706], KW [pp. 620-621], ET [pp. 583-585], and. NSBR [pp. 
521—525] all discuss the restructuring issue, none reveals that the banking industry 
fiercely opposed the FASB's method of “retrospective” loss recognition; the entire 
set of "economic consequences" is ignored. MMJ report that “creditors (particularly 
banks) opposed this proposed standard" [p. 630] but do not explain why. DSW 
‘{para. 17.91] perform the best on this topic: in a succinctly written paragraph, they 
state the banks' position, suggest why the FASB might have been impressed with the 
argument, and identify one of the major issues to be pondered. 

On oil and gas, WZH [pp. 526—527] discuss the issue but (oddly, in view of the loca- 
tion of the authors' university) say nothing of the motives of those who pressured the 
FASB and SEC for a full-costing standard. To their credit, KW refer to the “public 
interest standpoint" of governmental agencies such as the Departments of Justice and 
Energy, and they briefly explain the "economic consequences" of direct interest to 
those two agencies [p. 539]. On the same page, a footnote mentions “economic conse- 

| quences” as “ап added dimension to accounting standard setting.” Even though the 
treatment is quite brief, it was the only reference I could find to “economic conse- 
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quences" by name in any of the "intermediate" and "advanced" textbooks. MMJ 
treat the subject almost in passing, and “economic consequences” аге not broached. 
Astonishingly, ET do not discuss oil and gas accounting at all. NSBR, in their section 
on oil and gas accounting [pp. 375-376], do not suggest the presence of ‘economic 
consequences." The same can be said of DSW [paras. 14.7-14.40]. 

In the “advanced” textbooks, I reviewed the authors’ treatment of business combi- 
nations and foreign exchange—two areas where the “‘economic consequences” 
dimension has been extensively covered in the financial press and i in professional and 
academic journals, 

The "advanced" books were Fischer, Taylor and Leer [1978], Beams [1979], 
Bedford, Perry and Wyatt [1979], Cameron, Woelfel and Pattillo [1979], Haried, 
Imdieke and Smith [1979], Meigs, Mosich and Larsen [1979], Griffin, Williams and 
Larson [1980], and Jensen, Coffman and Burns [1980]. They are here abbreviated 
FTL, B, BPW, CWP, HIS, MML, GWL, and JCB, respectively. \ 

On business combinations, FTL, B, BPW, HIS, GWL, and JCB confine their entire 
discussion to "the accounting model." CWP briefly assert [p. 68] and MML discuss at 
length [pp. 196-202] the abuses of the options available prior to APB Opinions 16 and 
17, but they do not suggest that issues transcending "the accounting model" dominated 
the rhetoric of the Financial Executives Institute, the Federal Trade Commission, and 
the Justice Department, all of which sought mightily to influence the APB's delibera- 
tions. Even within the APB, “economic consequences” issues arose at critical junctures. 
All that CWP say of this epic struggle was that “much discussion" [p. 68] preceded the 
publication of APB Opinion No. 16. 

On the highly controversial subject of foreign exchange—whose "economic conse- 
quences" have been the subject of more published research than have those of perhaps 
any other accounting problem area—seven of the eight “advanced” books do not even 
allude to any "economic consequences" issues. B [p. 546] mentions that many com- 
panies have, since the issuance of SFAS No. 8, taken actions (including hedging opera- 
tions) to minimize their accounting exposure, but the economic costs alleged to have 
been suffered by many of these companies are not brought up, and the HBpuchdons of 
this activity for the standard-setting process is nowhere explored. 

My overall characterization of the textbook presentations is that they move from 
problem to problem, focusing on the narrow technical aspects and rarely planting in 
the reader's mind a seed of any of the larger questions. Why did this problem arise? 
What makes it a problem? Why was the solution developed as.it was? Has it solved 
the problem? Has the solution created other problems? Why, indeed, were other 
plausible solutions rejected? How has the solution worked? These questions are 
seldom raised in our textbooks. When they are, the authors' responses are perfunctory 
and are not calculated to provoke independent and critical thought. The general 
course of discussion follows a standard route: here is a problem, here is the accepted 
solution, and here are examples which illustrate the solution. Once the student has 
shown, by providing solutions to numerical problems, that he/she can correctly apply 
the accepted solution, the next problem is asserted, etc. 

Among the "intermediate" texts, KW is to be commended for its discussion [pp. 
44—47] of the several approaches to theory formulation, including the treatment, 
albeit brief, of the information economics perspective. It is necessary, however, that 
such discussions not be confined, in large measure, to prolegomena—but that they be 
` integrated with the later discussion. 

In a section entitled “Recognition of Political Nature of Standard-Setting Process" 
[paras. 1.55-1.57], appearing in the first chapter of DSW, a long quotation is taken 
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from Horngren [1973], dealing with the pressures that were brought on the APB by 
the insurance industry in 1971—72 over accounting for marketable securities. But the 
discussion does not go so far as to suggest the "economic consequences" underlying 
the industry's profound dislike for the proposed standard. = 

Among the “advanced” books, MML and JCB contain a chapter on the SEC, but 
they are limited to the formal procedures used; the substantive issues raised by the 
SEC over the years are not discussed. BPW [p. 9] starts promisingly with the state- 
ment, “The relatively rigid boundaries of accounting which have been widely accepted 
in the past need appraisal," but this dictum is not followed up in the discussions of 
particular topics, at least not the ones which I examined. 

In their brief introductory chapter on standards, JCB devote a paragraph to “Stan- 
dards and Conflicting Interests," in which the following provocative sentence ap- 
pears: “Conflicts spring from the impact of the proposed standard on various groups 
whose interests are related to the financial reports" [p. 4]. But the idea is not carried 
forward, and it seems that the authors may not include “economic consequences" 
within their notion of “impact.” 

I had hoped that a recent book by Meyer [1980] would devote considerably more 
space to "economic consequences" issues than do the "intermediate" or advanced" 
books. The difference in treatment, however, is slight. In discussing the investment tax 
credit, Meyer aptly summarizes in a single sentence the argument for flow-through 
which motivated the Federal government on three separate occasions [pp. 101, 103], 
but the implications are not developed. In his discussions of oil and gas accounting 
[pp. 144—147] and business combinations [Chapter 9], “economic consequences" are 
totally ignored. Meyer mentions companies’ “defensive measures” against “potential 
gyrations” arising from SFAS No. 8 [p. 358], but the point is made fleetingly. Restruc- 
turing of troubled debt is not discussed. 

What accounts for the non-discussion of "economic consequences" in "inter- 
mediate" and "advanced" accounting textbooks? Surely, their authors are not 
unaware and even uninformed of the phenomenon. Indeed, several of the authors— 
Welsch, Bedford, Wyatt, Davidson, and Weygandt—have been, or are, associated 
with policy-making bodies. Furthermore, as I have already suggested, the published 
literature is replete with references to the intrusion of “economic consequences" issues 
in accounting standard setting— both in North America and overseas. 

It is possible that authors and publishers do not wish to’ tamper with а "proven 
product," believing that adopters would prefer textbooks that retain the traditional 
approach to explaining accounting practice and policy making. Some authors, to be 
sure, may view "economic consequences" considerations as alien to their paradigmatic 
approach to accounting theory, and in this respect their judgment may be shared by 
the majority of accounting instructors. To admit that accounting practice may be 
being shaped by “political” and “economic” forces may be tantamount (in their view) 
to confessing that accounting has lost an important degree of professionalism and that 
accounting information may no longer be credible to usérs. Teachers might choose 
not to encourage these beliefs in the minds of students. Additionally, authors and 
teachers may judge that “Ше accounting model" brings more closure to debates over 
accounting alternatives—one can dismiss certain practices as not appropriately match- 
ing costs with revenues (given the **model"). A recognition of “economic conse- 
quences" considerations, by contrast, could well open the discussion to imponderables 
that would frustrate students who prefer the security of a definitive answer. 

An influence which can hardly be gainsaid is the virtually complete reliance of the 
Uniform CPA Examination on “the accounting model.” If the Unofficial Solutions to 
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the Examination were to begin to refer to economic consequences," one could expect 
to find corresponding changes in textbooks. But it is very doubtful indeed that the 
Examination would take such a course.! First, the problem, mentioned above, of a 
lesser capacity for closure in accounting discourse—i.e., fewer “right” and “wrong” 
answers—would be a source of anguish to the examiners. Second, to the degree that 
leaders of the accounting profession regard “economic consequences" considerations 
(1) as incompatible with their own conception of how accounting theory and practice 
are, and should be, determined, and (2) as portending greater governmental involve- 
ment in accounting standard setting, they may exert their influence on examiners not 
to accord any standing in the profession's examination to such irrelevant forces. The 
FASB itself is an example of a leadership body which appears to have an aversion to 
acknowledging the role of.*economic consequences" in its deliberations, even when 
their influence has been obvious. Although the standards in FASB Statement No. 15, 
dealing with the restructuring of troubled debt, were clearly affected by bankers' 
protestations over the “есопотіс consequences” flowing from a required “‘retrospec- 
tive" loss recognition for all restructurings, there is not a single reference in the Board's 
lengthy Basis for Conclusions that such considerations were weighed in the decision 
process. Hence, the textbook authors are not alone in their dislike for discussing 
“economic consequences.” 

Why should one mourn the absence from textbooks (and, it is likely, from most 
courses) of “economic consequences”? Because they constitute an indispensable 
element in the explanation of the forces at work in today’s accounting environment. 
The institutional and historical dimensions of “economic consequences” help to 
explain why contradictory accounting practices (e.g., LIFO vs. FIFO, writeoff of R 
and D versus capitalization and amortization of goodwill, conservative valuation of 
receivables generally vs. unconservative valuation of bank receivables associated with 
certain restructurings) are presented in the same textbook—usually without arousing 
students’ curiosity about the existence of the contradictions. An essential part of the 
education of any future professional—whether in law, economics, diplomacy, or 
accounting—is how change actually occurs, and how it has shaped the contours of 
professional practice and behavior. 

The entire burden probably should not be placed on textbooks, although they should 
not be exempted from the obligation to educate students in the kinds of change which 
they will encounter during their professional careers. Articles from the financial press 
(see, e.g., the recent compilation of Forbes’ “Numbers Game" columns in Minard and 
Wilson [1980]), professional and academic articles (see, e.g., Horngren [1973], Savoie 
[1974], Armstrong [1977], and Zeff [1978]), and cases developed at Harvard, Stanford, 
and other institutions are available to supplement financial accounting textbooks. A 
recent pair of cases developed by Foster [1979] on the oil and gas industry is an example 
of such case materials. The “Investment Tax Credit" case in Wilson et al. [1979] is 
another. · 

Iask the fundamental question: shouldn't we, as АССИ educators, be responsi- 
ble for preparing students for the rea] world in which accounting is practiced? I am 
not arguing here that we forsake “the accounting model." At the very least, one must 
learn the “model” in order to discourse on accounting in professional circles, and, 
indeed, a fair number of actions which ignite accounting change seem to be genuinely 


! But the Certificate in Management Accounting examination has, on at least one occasion, included a question on 
the “politicization” of accounting standard setting. The question, which asks candidates to give reasons for and against 
“politicization,” appeared in the December, 1973 examination and is reproduced (as adapted) in KW, ET, and DSW. 
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grounded in the "model." But many are not. And our textbook authors provide 
precious little material even to provoke intellectually curious students to raise ques- 
tions about this twilight zone in which the “model” does not dominate the debate. 

I answer my “fundamental question” in the affirmative. As educators, we have a 
positive duty to prepare students for the turmoil in standard setting. We may dislike 
what is occurring. We may argue, normatively, that sound accounting practice must 
be rooted in a traditional “accounting model." Or we may argue, normatively, that 
any "model" would produce less than optimal results for economic society. Whatever 
our world-view of accounting, we are not excused from bringing reality into the 
classroom, and an explanation of accounting change which is founded only on “the 
accounting model” is not reality. 

STEPHEN А. ZEFF 
Editor 
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EDITOR'S NOTE 

Manuscripts submitted to this section should conform to the format described in the April, 1979, issue of 
THE ACCOUNTING REVIEW. The articles should fall into one of four categories: (1) articles that report 
empirical research findings regarding learning theory and technique applied in accounting courses at the 
collegiate level of instructions; (2) articles that report on developments in the field of accounting education, 
such as those dealing with educational philosophy or descriptive innovations for the classroom; (3) articles 
dealing with professional development; and (4) articles dealing with practical or theoretical issues directly 
related to classroom instruction, i.e., providing specific classroom applications. 

All manuscripts and correspondence should be sent to Professor L. S. Rosen, York University, 47 Mogul 
Drive, Willowdale, Ontario M2H 2M8, Canada. 


On Positioning the Quiz: 
An Empirical Analysis 


Bruce A. Baldwin 


) 


ABSTRACT: Two groups of introductory financial accounting students were given 
identical instructions to read and study assigned text materials prior to attending lectures 
and discussion. An experiment was then conducted throughout the semester in which a 
"pre-quiz" experimental group was given quizzes before lectures and discussion, while 
a "post-quiz" control group was given quizzes after. Examination results of these students 
were.compared via an analysis of covariance. The primary hypothesis was that the "pre- 
quiz" group would perform significantly better on examinations than the "post-quiz" 
group. The secondary hypothesis of interest was that the "pre-quiz" group would have 
less favorable attitudes toward the course and/or the instructor than, the "post-quiz" 
group. Results of the data analysis showed that the primary hypothesis was supported 
whereas the secondary hypothesis was not. Overall, the paper suggests that giving quizzes 
before lectures or discussion results in (1) more productive use of class time, and (2) 
more learning. 


educators is to seek more efficient 
pedagogical techniques. Recent 
efforts have involved innovative instruc- 


А PRIMARY responsibility of accounting 


tional techniques: where learning per- . 


formance has been compared against 
results from the conventional lecture- 
discussion approach. These efforts have 
met with mixed results fe.g., Laughlin 


et al., 1976; Battista, 1978]. Given this - 


diversity, a fruitful area of education 
research is to re-examine the conven- 
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tional lecture-discussion method of in- 
struction and make it more productive. 
This paper reports the results of an 


experiment that involved a slight modifi- 
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cation in the traditional lecture-discus- 
sion instructional format but which 
yielded. significantly improved perfor- 
nace. Essentially, quizzes were reposi- 
` tioned in the instructional process. In- 
stead of giving quizzes at the conclusion 
of a chapter or topic, quizzes on previ-, 
ously assigned readings were given on the 
first day of discussion of a topic. The 
expected behavioral impact was that 
students would be current in their reading 
and ready for meaningful class discus- 
sion. Furthermore, it was expected that 
students would learn more with this 
approach and that increased learning 
would be reflected in examination scores. 


RESEARCH DESIGN 


. The basic research design was a 
two group analysis оѓ covariance 
(ANACOVA) with GPA as the con- 
comitant variable. ANACOVA was se- 
lected for two reasons. First, the 
concomitant variable will (if carefully 
selected) eliminate a source of variation 
in scores that is otherwise included in 
random error. This makes any real 
difference in the experimental treatment 
easier to detect. It was assumed, for ex- 
ample, that “quality of student" would 
explain much of the variation in examina- 
tion scores. GPA was selected as the: 
surrogate measure of this because, de- 
spite its shortcomings, it is one of the few 
measures of this characteristic widely 
available. 

The second reason for’ selecting 
ANACOVA is that under random assign- 
ment of subjects to treatment groups one 
would expect about the same distribution 
of the concomitant variable (GPA) with- 
in each group. In this study, for example, 
if the mixture of GPAs is not the same 
within each group the ANACOVA model 
adjusts the computations such that this 
difference does not bias the results. 
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The Sample 

The research question considered 
whether there is a difference in examina- 
tion performance between students given 
a quiz before lecture and discussion of 
each chapter’s material and students 
given the same quiz after lecture and dis- 
cussion of the chapter’s material. Two 
morning sections of introductory finan- 
cial accounting (out of the 14 offered) 
were selected for this study. Each section 
met for 50 minutes three times weekly. 
Students were assigned to sections ac- 
cording to the University’s pre-registra- 
tion procedure. This process is first 
come-first served adjusted for priority 
by class standing (e.g., seniors reg- 
ister first, juniors, efc.). Since the class 
hours (an 8:40 a.m. class and a 9:40 a.m. 
class) were thought to be equally attrac- 
tive,! this process was assumed to result 
in a random assignment of students to 
each class section. While a strict random 
assignment procedure would have been 
preferable, it was not administratively 
feasible. Further evidence of randomiza- 
tion is provided by a recent study at the 
same university using six sections (and 
the same allocation procedure). That 
study found no differences in perfor- 
mance of students traceable to eight 
selected demographic variables [Baldwin 
et al. 1978]. In addition, this prior study 
also found no differences in “prior 
exposure to accounting." The sections in 
this study were randomly assigned the 
treatments and were taught by the same 
instructor. Every effort was made by the 
instructor to maintain a consistency of 
teaching ‘style and attitude to both 
groups. All lectures, quizzes, handouts, 
examinations, etc., were identical. Welsch 
and Anthony’s Fundamentals of Financial 
Accounting, Revised Edition, was used in 
both classes. 


! In comparison, for example, to those sections taught 
at 7:40 a.m. or 2:40 p.m. 
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Each group started with 65 students. 
Dropouts, unavailability of the covariate 
in 17 cases, and the random discarding of 
one subject provided equal cell sizes of 40 
subjects each. (The most common rea- 
sons for unavailability of the covariate 
were that the student was either a first- 
semester freshman or a transfer student.) 

No subjects were dropped from the 
study because they missed taking quizzes. 
Overall, missed quizzes was not a fre- 
quent occurrence. Quizzes were regularly 
scheduled and part of the grade base for 
the course. Students, therefore, were 
quite regular in their attendance. (While 
12 quizzes were given, only the best ten 
Scores were included in the course grade. 
Makeup quizzes were not allowed.) 
Seventy-three of the 80 subjects took at 
least ten quizzes. The other seven sub- 
jects (3 pre-quiz and 4 post-quiz) aver- 
aged 8.3 quizzes each. Overall, then, it is 
concluded that students missing quizzes 
was not a source of bias. Table 1 is a 
tabulation of quizzes taken by all stu- 
dents. 


Definition of Variables 


1. Student Learning Performance (the · 


dependent variable) was defined as 
the total points achieved on three 
midterm examinations and a com- 
prehensive final examination. Iden- 
tical multiple-choice format exami- 
nations were given to both sections. 

2. GPA was the student's grade-point 
average for all academic work com- 
pleted at the University prior to the 
semester of the experiment. These 
data were obtained from the Office 
of the University Registrar. 

3. Pre-quiz Treatment —an instructor- 
designed, five-question multiple- 
choice quiz was administered at the 
beginning of a chapter before any 
lecture or discussion of the material. 
(Quizzes constituted approximately 
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TABLE 1 
NUMBER OF QUIZZES TAKEN BY SUBJECTS IN EACH GROUP 





Number of Subjects Number of Subjects 





Quizzes From Pre-quiz From Post-quiz 
Taken Group Group 
12 18 21 
iy 14 9 
10 5 6 
9 0 3 
8 2 1 
7 1 0 
Less than 7 0 0 
n= 40 п = 0 


* Maximum number of quizzes included in course grade. 


23 percent of the grade base for the 
course.) Quiz scores were not in- 
cluded in Student Learning Per- 
formance. 

4. Post-quiz Treatment-—he same quiz 
was administered after all lecture 
and discussion had been completed 
for a chapter or section. 


The primary hypothesis was that stu- 
dents quizzed on text materials before 
lectures and discussions will perform 
significantly higher on examinations than 
students quizzed after the same lectures 
and discussions. Also of interest, how- 
ever, was student reaction to the new 
instructional method. It was anticipated 
that students might react unfavorably to 
a pedagogical technique which essentially 
gives the test first and the lesson after. 
The second hypothesis of interest, then, 
was that students receiving the pre-quiz 
treatment would have poorer attitudes 
toward the course and instructor than 
students receiving the post-quiz treat- 
ment. 


ANALYSIS AND RESULTS 


Quantitative analysis of the first hy- 
pothesis utilized the 1975 BMDP com- 
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TABLE 2 


MEANS AND STANDARD DEVIATIONS OF EXAMINATION SCORES By TREATMENT GROUP 











Examination #1 





Treatment 
Group Mean S.D. Mean 
. Pre-Quiz 72.1 13.7 66.5 
Post-Quiz 65.1 14.9 56.6 
Difference 7.0 9.9 


puter software package developed at the 
Health Sciences Computing Facility at 
UCLA. An analysis of covariance was 
performed with total examination points 
as the dependent variable and GPA as 
the covariate. 

Class average scores for the three mid- 
terms and final examination are given in 
Table 2. Notice that in each case the pre- 
quiz group outperformed the post-quiz 
group. The degree of difference, however, 
is not constant. Whereas there is a sub- 
stantial increase in effect on examination 
#2 (over examination #1), the effect is 
reduced on examination #3. A substantial 
difference, however, reappears on the 
final examination. The apparent incon- 
sistency of examination #3 may reflect the 
degree of difficulty of material covered 
thereon and suggest that neither group 
mastered it well. Examination #3 covered 
Chapters 11 through 14in the Welsch and 
Anthony text and included topics the 
author has found difficult for beginning 
accounting students. Such topics include 
present value concepts, complexities in 
accounting for bonds payable, and the 
cost and equity methods of accounting 
for long-term investments. Examination 
#3 results suggest that that portion of the 
course needs to be restructured ог more 
time devoted to it. 

A common threat to the internal valid- 
ity of this type of educational experiment 
is "feedback" between the control and 
experimental group as to quiz or exami- 


Examination #2 


© OS D. 


13.4 
14.0 





Examination #3 Final Examination 





Mean S.D. Mean S.D. 
56.4 11.6 143.7 21.2 
52.6 14.4 131.7 20.9 

3.8 12.0 


nation materials. In this experiment, for 
example, the pre-quiz (experimental) 
group met after the post-quiz (control) 
group on each class day. The possibility 
existed, then, that students in the first 
class were alerting the second group to 
the examination materials and that this 
feedback would “explain” the difference 
in the dependent variable. Careful evalu- 
ation of several factors, however, led to 
a conclusion that this was not the case. 
Students were not told that their instruc- 
tor was teaching another section of the 
same course, and instructor names did 
not appear in any pre-registration materi- 
als for the introductory accounting 
classes that semester. The sections. were 
taught in different campus buildings, 
thereby minimizing the likelihood of ac- 
quaintanceships developing on the basis 
of a common accounting instructor. This 
also made the logistics of information 
flow more difficult on examination days. 
Also, the ordering of the final examina- 
tion administration was reversed from 
that of the midterms. In fact, the final 
examination was given to the pre-quiz 
group one full day before the post-quiz 
group. As discussed earlier, Table 2 
shows that the pre-quiz group outper- 
formed the post-quiz group on all exami- 
nations. Feedback between sections, 
therefore, seems not to have been a prob- 
lem, and it is concluded that internal 
validity was maintained. 

An important assumption of the 
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TABLE 3 
ANACOVA TABLE FOR QUIZ TREATMENT 





Source of Variation Sums of Squares af. 
Quiz Treatment 13884.62 1 
GPA (Covariate) 59898.18 1 
Error i 176635.36 77 

Total 250418.16 79 








ANACOVA model is the equality of 
slopes. That is, the model assumes that 

within each treatment group the relation- 

ship between the covariate and the de- 

pendent variable is the same. In this 

study, then, it was assumed that a regres- 
sion of examination scores оп GPA 

would yield the same slope in both treat- 

ment groups. To verify this assumption, ! 
a test for equality of slopes was per- 

formed with the result that a null hy- 

pothesis of no difference between slopes 

could not be rejected at any reasonable 

level of significance. Operationally, then, 

it was concluded that the slopes were 

equal. The results of the ANACOVA are 

presented in Table 3. Notice that the null 

hypothesis of no difference between the 
treatment groups was rejected at the .05 
level of significance. In addition, the 
ANACOVA table reveals that GPA was 
a useful covariate and did significantly 
reduce the random error component. The 
results, then, clearly support the original 
hypothesis. That is, students taught with 
the pre-quiz technique significantly out- 
performed those taught with the post- 
quiz procedure. 


The Attitude Questionnaire 
The second hypothesis was tested with 


a 17-item questionnaire? administered © 


during the last week of the semester. On 
that day, 38 students were in attendance 
from the pre-quiz group and 41 students 
from the post-quiz group. Students were 


Mean Squares F* p-value 
13884.62 6.05 .016 
59898.18 26.11 001 

2293.97 


asked to respond anonymously to each 
question, using a five-point scale with 
options ranging from “strongly agree” to 
“strongly disagree.” A Chi-Square Two 
Sample Test [Gibbons, 1976] was used to 
test for differences in responses between 
the two treatment groups. The question- - 
naire items and associated p-values from 
the Chi-Square Test are shown in Table 
4. At a .10 significance level, 12 of the 
attitude items exhibited no differences 
between the groups. 

Differences were detected, however, on — 
items 10, 11, 13, 16, and 17. (Recall that 
the hypothesis under consideration is 
that the pre-quiz group will have less 
favorable attitudes toward the class and 
instructor.) The nature of the differences 
in responses can be seen in Table 5, where 
the distribution of responses is shown for 
the five items that differed. For items 10, 
11, and 13 (attitudes toward the instruc- 
tor) the difference was caused by the 
pre-quiz group having a more favorable 
attitude toward the instructor. This is the 
opposite of what was hypothesized. The 
distribution of responses to item 16 
shows that the pre-quiz group was less 
likely to agree that the homework prob- 
lems helped them learn accounting con- 
cepts. А reasonable explanation of this 
outcome would be that the concepts were 
more firmly implanted in their minds by 


? This questionnaire borrows heavily from one de- 
veloped by Petersen and Lemon [1978]. 
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TABLE 4 
ATTITUDE QUESTIONNAIRE ITEMS 
p-value for 
, Нет Chi-Square 
' No. Question Two Sample Test 
1. The things learned in this course will be useful to me in my professional career after leaving 
the University. 70 
2. The subject matter that I learned in this course will assist me in other courses that I plan to 
take at the University level. .50 
3. Iamenthusiastic about having taken Accounting 101. 70 
4, I received fair treatment in this class with respect to my semester grade assignment. .80 
5. I feel that this Accounting 101 class was difficult. 40 
6. I feel that Accounting is a rigorous discipline. .60 
7. hold the Accounting profession in high esteem. 75 
8. Accounting 101 stimulated my interest in the Accounting profession. 90 
9. The Accounting Department maintains very high academic standards. 75 
10. My instructor was knowledgeable in Accounting. .015* 
11. Myinstructor had a positive attitude toward students. .02* 
12. My instructor used teaching methods that enhanced the learning process. 30 
13. My instructor was available and willing to give me assistance during office hours. „10* 
14. Myinstructor planned classroom activities so they were well organized and accomplished the 
objectives ef the course. 90 
‚ 15. Theexaminations were a valid representation of the course material. 40 
16. The homework problems helped me learn accounting concepts. .09* 
17. The syllabus adequately outlined the course requirements and assignments. .09* 
* Indicates a ѕірпідсапі difference in attitude between treatment groups. 
‘ i TABLE 5 
RESPONSE DISTRIBUTIONS OF SELECTED QUESTIONNAIRE ITEMS - 
(expressed in percentages)* 
Strongly Strongly 
Agree Disagree 
Item No. а Group (А) (В) (С) (D) (E) 
10. My instructor was knowledgeable in ^ Pre-quiz 81 — 19 0 0 0 
Accounting. Post-quiz 56 41 0 2 0 
11. My instructor had a positive attitude — Pre-quiz 86 11 3 0 0 
toward students. Post-quiz 63 32 2 2 0 
13. My instructor was available and will- —Pre-quiz 61 16 21 3 0 
ing to give me assistance during — Post-quiz 44 37 15 5 0 
office hours. ; 
16. The homework problems helped me — Pre-quiz 26 45 | 24 3. 3 
learn accounting concepts. Post-quiz 37 52 8 3 0 
17. The syllabus adequately outlined the — Pre-quiz 65 32 3 0 0 
course requirements and assign-  Post-quiz 83 17 0 0 0 
ments. 


a ———————— 
* For ease of comparison, this table shows percentage responses in each category, whereas the Chi-Square Two 
Sample Test uses the actual number of responses. 


the time the pre-quiz students started 
working the homework problems. The 
presumption here is that while both 
groups were insiructed to ' *pre-study" the 


text materials, the pre-quiz group was 
more diligent in fulfilling this responsi- 
bility. That is, they have studied the ma- 
terial on their own before the lecture, 
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making the lecture-discussion more use- 
ful in getting specific questions answered. 
Post-quiz students on the other hand, 
were probably addressing many topics 
for the first time during the -lecture- 
discussion and having more’ questions 
raised in their minds than answered. The 
pre-quiz students, therefore, might be 
expected to have a better understanding 
of the concepts before they attempted the 
homework problems than the post-quiz 
students. The end result could be that the 
pre-quiz students came to view the home- 
work problems as reinforcement of con- 
cepts rather than as a primary learning 
tool. 

The results of item 17 are somewhat of 
a mystery. This item was designed as a 
filler, and the author is uncertain as to 
why the distribution of responses should 
differ between the groups. The course 
syllabi distributed to each group were 
identical. Differences, therefore, in item 
17 reflected perceptions of the syllabus 
rather than content variation. With the 
syllabi being identical, no mention of 
quiz timing (before lecture or after) 
could be included. Instead, the timing of 
quiz administration was announced 
orally during the first days of the 
semester. It might have been that the 
pre-quiz group felt that “quizzes before 
lecture” was such a significant departure 
from custom that it should have been 
more fully explained in the syllabus. This 
may have contributed to their reduced 
satisfaction with it. 

Overall, then, the results of the attitude 
questionnaire do not support the original 
hypothesis. That is, students in the pre- 
quiz group did not exhibit poorer atti- 
tudes at the end of the course toward 
accounting, the class, or the instructor. 
If anything, their attitudes were better or 
more favorable. This result should be 
especially encouraging to instructors who 
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might contemplate adoption of this tech- 
nique. 


COMMENTS 


After experimenting with pre-quizzes 
over a period of four years, the author 
finds that benefits occur at two levels. At 
the first level, the pre-quiz acts as a moti- 
vator to prepare for class lecture and 
discussion. The anxiety of performing 
poorly on a graded event encourages 
most students to read and study assigned 
materials. In my opinion, this effect alone 
would justify use of the pre-quiz since 
class lecture and discussion is bound to 
be more meaningful if all parties are 
prepared. The benefits, however, extend 
to a second level. That is, the pre-quiz 
serves a formative learning function in 
two ways: (1) it extends the period during 
which learning can take place, and (2) it 
identifies areas of strengths and weak- 
nesses. 

Suppose, for example, that a week of 
classes is devoted to inventory systems. 
Under the usual post-quiz method, the 
typical student may attend one or more 


_lectures before properly preparing him- 


self/herself via study of assigned materi- 
als. This means his/her learning of the 
material is probably compressed into a 
few days or less. Under the pre-quiz 
method, however, the student meaning- 
fully addresses those materials for the 
whole week. My observation is that “‘jell 
time" is an important factor in learning 
accounting and that the pre-quiz results 
in a longer learning period. 

The other way in which learning is 
enhanced is that preparatory study for, 
and the results of, the pre-quiz identifies 
strengths and weaknesses for the student. 
Some accounting topics are readily mas- 
tered by reading text materials, whereas 
other topics require further explication. 
Having properly prepared for class, stu- 
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dents tend to ignore the former topics 
and concentrate their questions and dis- 
cussion on the latter. Class time, there- 
fore, is more effectively used. The actual 
results of the quiz also assist in this 
result. Frequently, for example, a student 
will believe he has mastered a topic but 
find from the pre-quiz that he has not. 
Detection at the pre-quiz stage allows the 
rest of the week for mastery before turn- 
ing to the next section of material. Under 
the post-quiz method, however, further 
opportunity for class discussion of a 
completed topic area is usually quite 
limited. The pre-quiz method, then, 
appears to increase instructional effec- 
tiveness and efficiency. 


SUMMARY 


This paper has presented the results of 
an experiment in which quizzes were 
repositioned in the instructional process. 
Two hypotheses were tested, and it was 
found that (1) students performed better 
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on examinations under the pre-quiz 
treatment than they did with the post- 
quiz, and (2) end-of-semester student 
attitudes were not less favorable for the 
experimental pre-quiz group. 

Many innovative and/or Ria 
alternatives have recently been advanced 
to replace the traditional lecture/discus- 
sion format of accounting instruction. 
For those instructors seeking ways to 
strengthen the traditional technique, 
however, the pre-quiz procedure appears 
to hold prómise. In addition, it also 
appears to increase instructional effi- 
ciency. For instructors already using 
quizzes, no increase in expenditures is 
necessary merely to change the timing of 
their administration. For other instruc- 
tors, the additional costs would, at worst, 
be negligible. In an era of scarce educa- 
tional resources and increasing taxpayer 
Skepticism, such a development should 
be welcomed. 
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| Clinical Practice Problems 
in Tax Education 


Jerome S. Horvitz and Michael J. Tucker 


ABSTRACT: Tax clinics have been employed for several years to aid learning in law 
schools. In a recent report, the Interna! Revenue Service suggests that clinics might be 
set up by university accounting departments. The experience with tax clinics at some 
law schools is outlined and evaluated; possible funding alternatives for accounting de- 
partment tax clinics is considered, and implications for accounting departments are 


reviewed. 


THE proper pedagogical approach to 
tax education has been the focus. of 
debate. The issue centers upon 

whether a conceptual versus a fundamen- 
tal approach should prevail [Horvitz and 
Jensen, 1979]. The purpose of this paper 
is not to resolve this debate, but to 
examine an alternative to the traditional 
tax pedagogy—the establishment of a 
tax clinic whereby accounting students 
would represent taxpayers before the 
Internal Revenue Service (IRS). Such a 
program would provide an environment 
whereby students would gain valuable 
experience in tax practice and procedure, 
while at the same time earning academic 
credit. 

The study of Federal income taxation 
in both law schools and schools of busi- 
ness is largely a classroom experience. 
Recently, however, developments stem- 
ming from the introduction of clinical 
tax courses at three law schools may be 
the basis for establishing clinical tax 
education for schools of business in their 
masters of tax programs. The three law 
schools, Southern Methodist University 
(SMU), Hofstra University, and the 
University of Michigan, have expanded 
their clinical law courses by instituting 
tax clinics. 
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During the past 20 years, the structure 
of legal education has changed from a 
curriculum based almost entirely on 
classroom studies using the case method 
to an educational experience which en- 
compasses a wide variety of clinical 
courses which have settings in court- 
rooms, law offices, and welfare clinics. 
The educational objective of these clinical 
courses is to provide students with ex- 
posure to a variety of legal environments 
similar to those they would encounter in 
law practice [ABA Report, 1978]. 

The movement away from traditional 
classroom studies in law schools has not 
been paralleled in curriculum develop- 
ment designed to train certified public 
accountants. The five-year accounting 
degree program remains largely. a com- 
bination of classroom lectures and 
take-home problems. One may trace the 
pedagogical differences between the ap- 
proaches of the two professions to the 
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differences between the two professions 
askthey operate in practice. Lawyers are 
trained to be advocates, to cope with a 
wide variety of human problems, and to 
interact with complicated, sometimes 
subjective legal environments. Accoun- 
tants, on the other hand, are trained to 
analyze the financial posture of the client 
for the purpose of attesting to third 
parties on a composite picture of the 
clients' financial well-being. It is true that 
certified public accountants must interact 
with and represent clients; yet for the 
most part they do not engage in formal 
advocacy proceedings. 

There is one area, however, where 
clinical education may offer valuable ex- 
perience for accounting students, and 
that is in the field of taxation. Tax ac- 
counting practice encompasses tax return 
preparation, practice before the IRS, tax 
planning advice, and consultation. Much 
of this work embraces an advocacy pos- 
ture similar to tax law practice. The ac- 
counting student who is employed in an 
accounting firm frequently attends "in 
house" tax training courses that provide 
an applied approach to the tax knowledge 
that was received in the degree program. 
Consequently, the responsibility of clos- 
ing the gap between the theory learned in 
college and the practical problems en- 
countered on the job has traditionally 
been met by the practitioner firm itself. 

A study has recently been released by 
the IRS evaluating the performance of 
law school tax clinics over the first several 
years of operation. This study indicates 
that these clinics have been successful 
both in educating and training students 
in the practice of taxation and in provid- 
ing valuable services for the taxpayers 
who consulted the clinics [IRS Report, 
1978]. More importantly, the report con- 
cluded that clinical tax education might 
offer very useful pedagogical tools not 
only in law schools, but also in schools of 
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business (and, in particular, graduate tax 
programs). The study states that the IRS 
is interested in extending the scope of 
these experimental clinics to one school 
of business as a pilot program. The IRS 
concluded that the work which was done 
by law students in the clinics could have 
been done as well by accounting students 
in their fourth year of undergraduate 
studies: 


A prominent member of the American Insti- 
tute of Certified Public Accountants has sug- 
gested that consideration might be given to 
the establishment of similar tax clinics under 
the auspices of university accounting depart- 
ments. The idea is that senior accounting 
majors, who plan to take the CPA examina- 
tion, could also benefit by such experience 
while providing a useful service to low-income 
taxpayers....the suggestion should not be 
rejected without testing [IRS Report, 1978, 
p. 23]. 


It follows that the utilitarian value of the 
tax clinic experience to the law degree 
program may exist for the masters of 
tax program now being instituted in 
over 50 colleges of business [Broden and 
Lubell, 1979]. 

The following discussion will be di- 
vided into four parts: (1) the development 
of tax clinics within schools of law, with 
a detailed description of the experience 
at SMU; (2). funding opportunities for 
tax clinics; (3) the IRS's evaluation of 
these programs; and (4) the implications 
for accounting education. 


HISTORY OF TAX CLINICS WITHIN 
SCHOOLS OF LAW 


The first attempt to establish a tax 
clinic in connection with a law school 
began at Harvard Law School in 1968. 
The program was not successful because 
it could not attract enough taxpayers 
and was terminated 18 months later. In 
1974, Hofstra University established the 
Tax Clinic of the Community Legal 
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Assistance of Hofstra University School 
of Law. Under this program, third-year 


law students, acting under the supervision: 


of a licensed attorney, served as tax 
advisers for. middle income taxpayers. 
Initially, the program was sanctioned 
under the supervision: of the Supreme 
Court of the State of New York: In 1975, 
the General. Counsel of the Treasury 
Department authorized third-year law 


students enrolled іп. this program to 


represent low and intermediate. income 
` taxpayers before the IRS. 

During 1976, the Regional Commis- 
sioner of the Southwest Region of the 
IRS. initiated discussions with SMU’s 
` School of Law about the ‘possibility of 
establishing a tax clinic. By 1977, these 
discussions led to the establishment of a 
tax clinic at SMU. 

Also, during 1977 the. University of 


Michigan School of Law applied for arid. 


was granted permission to create a tax 


clinic. Following the establishment of the 


. Michigan clinic, the IRS decided to grant 


no further applications until it had an . 


opportunity to evaluate the programs 
already in existence. 


Clinic Operation atSMU. . 


The Federal Tax Clinic at SMU began 
operation at the outset of the Spring 
semester, 1977. The current methods of 
operation grew out of a cooperative. 
effort between the IRS and SMU. The 
primary purpose of SMU in offering the 
Clinic was to give from ten to 15 students 
per semestér the valuable experience of 
handling actual tax cases before the IRS 
and (when allowed) before the Tax 
Court. The original purpose of the IRS 
in providing assistance to the Clinic was 
` to secure data regarding "whether the 
representation of taxpayers in small dis- 
putes is desirable and effective. 


The students who apply. to be interns’ 
in the program have completed at least - 
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. one course in Federal income taxation - 


and have received special permission 
from the Department of Treasury to 
represent Tax Clinic clients before the 
Audit and Appeals Divisions of the IRS 
under the supervision of the Clinic direc- 
tor. Consequently, they do not have to - 
take the enrolled agent's examination as 
would normally be required under Trea- - 
sury Circular 230. The Tax Clinic pres- 
ently advises Tax Court petitioners and ` 
negotiates settlements with the Regional 
Counsel’s Office in their concurrent 
jurisdiction with the. Appeals Division. 
The Clinic director takes Tax Clinic 
cases to the Tax Court when necessary 
and is assisted by students to the extent 
allowed by the Tax Court judge who 


‘hears the particular case. All pleadings 


are drafted by the Tax Clinic students. 
Cases are secured for the program by 
referral from the IRS and, ќо а limited | 


. degree, by publicity to the general public. 


Referrals have been solicited from prac- - | 
ticing attorneys and CPAs, but only a few 


cases have been obtained in this manner. 


Several newspaper articles and a publicity 


program in which some of the larger 


employers in Dallas informed their em- : 
ployees about the Clinic helped increase: 
public awareness of the program. 

The Clinic is cooperating with the 
Southwest Region of the IRS in conduct- 


` ing a test designed to give the IRS data to ' | 


determine whether taxpayers who have 
small amounts in controversy would be 
significantly better served if they had pro- 
fessional representation. The Dallas Dis- 
trict of the IRS refers taxpayers to the 
Clinic. Its examiners are required to give’ 
each taxpayer information about the. 
Clinic when the taxpayer indicates dis- 
agreement with a proposed adjustment. 
A law student arranges an interview with 
interested taxpayers. The nature and - 
extent of services furnished is determined — 
by the independent роо judg- 


A 
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ment of the participants in the Clinic 
under the supervision of the Clinic 
director. The student assists the taxpayer 
іп understanding the issues, in marshaling 
facts, in briefing the law, and by oral and 
written argument before the various 
levels within the IRS. 

` Once a decision is made to have student 
representation, the taxpayer executes a 
power of attorney. The student then 
keeps a detailed log sheet as the case 
progresses. If problems arise that make 
representation unworkable, the taxpayer 
is notified. Once the case is closed, the 
student completes a case summary. Fi- 
nally, the taxpayer is requested to evalu- 
ate the representation received from the 
intern. 

During the fall and spring semesters, 
each Clinic student is expected to spend 
between 15 and 20 hours per week on 
cases. During the eight-week summer 
semester, each Clinic student is expected 
to work approximately 35 hours per week 
on cases. Each Clinic participant receives 
four semester hours of non-graded credit 
upon successful completion of one semes- 
ter in the Clinic. Students are allowed to 
participate in the Clinic for only one 
semester. 

In addition to actual practice, the 
students attend two hours each week of 
instruction in the procedural aspects of 
practicing before the IRS and the Tax 
Court. As an integral part of this class- 
room instruction, the students hold can- 
did roundtable discussions with local 
employees of the IRS. During a recent 
' semester, the IRS personnel actively 
participating in this program included 
the Chief of the Audit Division, the Chief 
of the District Conference Staff, the Chief 
of the Appeals Division, three Audit 
Group Managers, seven Tax Auditors, 
the Disclosure Officer, and the Senior 
Trial Attorney from the Regional Coun- 
sel's Office. During the Fall, 1977 semes- 
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ter, the Commissioner of Internal Reve- 
nue addressed the student intérns, and 
the Tax Court met in the SMU law 
school. 

A newsletter distributed by the Coun- 
cil on Legal Education for Professional 
Responsibility has received wide circula- 
tion among law school clinical personnel 
and is generating a national interest in 
tax clinics. As the Tax Clinic that has 
received the most cooperation from the 
IRS, SMU’s clinic is in an excellent posi- 
tion to become a national model for 
future law school and college of business 
tax clinics. SMU has been assured by the 
Commissioner of Internal Revenue 
through the Regional Commissioner that 
it can continue its program using its 
present. referral system regardless 'of 
decisions made concerning other pro- 
grams under present consideration: 


IRS should defer a decision on the question of 
making direct referrals of taxpayers to the 
clinics (as is done in the SMU test) until after 
the spring 1979 semester, when more com- 
plete data will be available on the effects of 
such direct referrals. Pending that decision, 
the Dallas District should be permitted to 
continue its test of such direct referrals, but 
other law school tax clinics should not expect 
direct referrals from IRS [IRS Report, 1978, 
p. 26]. 


FUNDING FOR TAX CLINICS 


The law school-based tax clinic is in an 
advantageous position for receiving out- 
side funding since legal assistance pro- 
grams have an established funding his- 
tory from the Office of Education, HEW. 
Tax clinics in accounting programs would 
have to create their own funding pool 
from other sources (both from the private 
and public sectors). 

In looking for possible funding, one 
should take notice of Senate Bill 1569 
submitted on May 18, 1977, by Senator 
Humphrey, entitled the “Political Lead- 
ership Intern Program Act of 1977." 
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Under this bill, grants would be given to 
institutions of higher learning for the 
development and administration of an 
internship program under which students 
would be provided with practical political 
involvement with elected officials for 


academic credit either at the local, state, . 


or federal level. The Federal share of the 
student stipend and costs of administer- 
ing the program would be 50 and 20 per- 
cent, respectively. Funds appropriated 
for this program would amount to $5 
million per year. 

Another example of support for the 
establishment of a tax institute is Section 
163 of the Revenue Act of 1978 entitled 
“Тах Counseling for the Elderly." Under 
this provision, $2,500,000 for the fiscal 
year ending September 30, 1979, and 
$3,500,000 for 1980, is appropriated to 
establish programs with “public non- 
profit organizations" to provide training 
and technical assistance to prepare volun- 
teers to give tax counseling assistance to 
the elderly. Also, this program would 
provide reimbursement for meals, trans- 
portation, and “other expenses incurred 
by them [universities] in training or 
providing tax counseling.” 

"Even though the above-mentioned 
programs are not specifically directed to 
the creation of a tax clinic in a masters of 
taxation program, they illustrate that 
there is movement towards funding stu- 
dent participation in academically sanc- 
tioned programs. Also, public accounting 
firms may have an interest in funding 
these programs if one could successfully 
demonstrate the benefit that would be 
derived from the establishment of a tax 
clinic. The major benefit derived by pub- 
lic accounting firms from clinical tax 
programs would be the availability of 
experienced entry-level employees who 
have gained valuable training in research, 
writing, and oral communication. 
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EVALUATION OF THE LEGAL Tax CLINICS 


The IRS regards the currently oper- 


ating tax clinics as experiments and has 


watched their performance closely. In 
December, 1978, the Service made public 
its first evaluation of these clinics in an 
attempt to give direction both as to the 
future of the clinics themselves and to the 
Service in its relationship with these 
clinics. 

Of foremost importance to the Service 
was the quality of representation received 
by the taxpayers who consulted the clinic. 
The Service had feared that law students 
would attempt to prolong proceedings 
before the Service by treating them as aca- 
demic exercises. The Service discovered 
that this fear was unfounded. The report 
found that all three clinics were excep- 
tionally well run in this respect. The 
students represented the taxpayers com- 
petently and diligently. The law students 
did not attempt to promote litigation, 
were objective and professional in nego- 
tiations, and did. not attempt to delay 
cases by raising academic issues. 

The IRS was also concerned about the 
amount of additional time that law · 
students would need in closing cases. At 
Hofstra, the Service discovered that 
cases involving law student participation 
involved more time for closing. However, 
the Service felt that this time was well 
spent because students assisted taxpayers 
in obtaining supporting documentation 
and in compiling evidence. The addi-. 
tional time expended, it was felt, helped 
to dispose of the cases at the lowest level 
and, thus, saved time which might have 
been expended in resolving controversies 
at the district conference or appellate 
levels. At SMU, participation by law 
students actually decreased the elapsed 
time on cases requiring additional in- 
formation and on cases in- which a tax- 
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payer wanted reassurance that the IRS's 
position was correct. 

There was some speculation whether 
difficulty would arise from carrying over 


~ cases from one semester to another with- 


out maintaining some degree of conti- 


 nuity. The IRS's report found that such 


carryover of cases did not pose this 
problem. Breaks in continuity were mini- 


' mized by the clinic director who saw to it 


. that no backtracking or retrenching was 


necessary in carryover cases. In addition, · 


the clinics maintained a. separate case 


.file, and these files contained enough 


information to allow a new student to 
pick up where the former student left off. 

The Service.was particularly interested 
in the kinds of cases which these various 
clinics were handling. It was important 
for the Service to determine whether the 


law students who participated in the 
clinic were capable and competent in 


terms of their knowledge of the law and 


their ability to represent taxpayers. At 


the Hofstra tax clinic, the IRS evaluators 


- found that most.cases involved simple 


requests for substantiation of questioned 


.deductions or exemptions and did not 
require an in-depth knowledge of tax 


law. In addition, business returns were 
rarely, if ever, handled by the clinic. At 
the University of Michigan, it was found 
that the principal issues raised were 


itemized deductions and employee busi- 


ness expenses. Three-fourths of the cases 
involved factual determinations, and one- 


` fourth dealt with legal or technical inter- 


pretations of the law. At SMU, it was 
found that the most frequently recurring 


issues were medical expense deductions, 
| personal exemptions, charitable contri- 


butions, interest and. tax deductions, 
casualty losses, business expenses, ed- 


ucation deductions, and child care de-. 
. ductions. The evaluators found that 


although more than a casual knowledge 
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of tax law is required to handle such 
issues, the law studerits. were eminently 
capable of dealing with all of the issues 


with which they were confronted. 


The IRS report.found that the most 
important factor determining the ulti- 
mate success or failure of the tax clinics ` 
was the amount of publicity which the 
clinics received. If the clinic was not . 
publicized, the students simply could not 
obtain enough cases to. make the Заве 
епсе worthwhile. 


Perhaps the most critical problem for ‘any 

tax clinic is obtaining an adequate caseload. 

It appears that except when an extraordinary 

effort is made by the clinic;to find cases (as 

at Hofstra), an inadequate caseload may exist 

(as at Michigan) unless the IRS helps to 

make taxpayers who have been audited or are 

about to be audited aware of the availability 
of law student representation. . . . These facts 

. make it clear that for a clinical program to 
operate a significant level of activity, active _ 

IRS support in making taxpayers aware of 

the program is very important [IRS Report, ` 

1978, p. 9 in the fourth appendix]. 

- The University of Michigan Tax Clinic 
is а prime example of this problem. The 
Clinic is not located in a large urban area 
and has had tremendous difficulty ob- 
taining a client base for its students. As 
of April, 1978, the IRS allowed the Clinic 
to post two signs in the Ann Arbor Tax- 
payer Service area, and the University. 
itself posted signs around campus. None- 
theless, it remains questionable whether a 
clinic working under such restraints can 
be successful. 

The Hofstra Clinic has been most _ 
aggressive in seeking publicity for its. 
programs, The Clinic director, has ac- 
tively sought coverage in newspapers, 
magazines, and television and radio news 
programs. As a result of this aggressive 
media approach, the Clinic had never 
lacked cases for. its students. The SMU 
program runs somewhere between the 
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paucity of cases in the Michigan program 
and the deluge of cases in the Hofstra 


program. The Clinic director has never 
sought the spotlight for his clinic, and for 


a while the SMU Clinic did suffer from а 


poor case load. However, where there is 
no paid preparer the Service now allows 
.& written notice informing taxpayers of 
the existence of the Clinic to go out with 


. every audit notice. Currently, the SMU 
. program has reached the point where it ` 


may have to begin screening cases be- 


cause too many taxpayers are seeking its . 


_ Services. 
The focus of the IRS Report [1978] is 
an evaluation of student representation 


of taxpayers and the impact of their ` 


representation on the. administrative 
functions of the IRS. The authors feel 
that the primary purpose of tax clinics is 
' the benefit received by the participating 
students by having them cope with real- 
Ше experiences. Some law school acade- 


micians feel that courses presently offered | 


in the law school curriculum become 
more meaningful when students interact 
in clinical programs. The. benefits of a 
‘Clinical experience are: (1) expansion of 
the curriculum to include a practical 


% 


component, (2) the public service contri- . 


bution to the community, and (3) the ` 


expertise gained by students in counseling 


апа in practicing tax accounting before 


the IRS. 


IMPLICATIONS FOR ACCOUNTING ~ 
EDUCATION 


The report of the IRS addressed itself. 


to the possibility. that fourth-year ac- 
counting students might also be able to 


‘participate in a program similar to the. 


clinics run experimentally at the three 


law schools discussed above. The Service 
personnel who evaluated the SMU pro- 
gram expressed a belief that fourth-year 
accounting students who are candidates 

for the CPA examination and have com- 


? ' 


k 
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pleted at least опе basic tax course could. . 


: also adequately represent taxpayers un- 
der a controlled tax clinic program and 


may be even better prepared than law - 
students. The evaluators of the Hofstra : 
program echoed the same feelings as 
those of their colleagues in the Southwest 
region, except that they were concerned 
about controls. over the accounting stu- 
dents. These evaluators felt that fourth- 
year accounting students working under 
& structure similar to that of the law 
school clinics could represent the tax- 
payers adequately in most cases. How- 
ever, they were dubious about whether 
an accounting department would neces- 
sarily impose the same controls that have 
been: exercised by the law school profes- , 
sors and/or -supervising attorneys in 
monitoring the legal tax clinics. Presum- 
ably, if such a program were planned in 
a business school, great caré should be 


exercised in assuring the Service that. 


appropriate quality controls were im- 


‘posed upon the participants. The eval- 
-uators of the University of Michigan 


program felt that accounting students’ 
abilities equalled those of law students in 
terms of servicing clients, but also wanted 
assurance that appropriate controls 


mous be instituted over these students. 


CONCLUSION 


There appears to be no inherent objec- 
tion by the IRS to the participation of 


accounting students in a tax clinic similar 


to the ones in operation at Hofstra, SMU, 
and Michigan. There are, however; prac- 
tical problems. The structure of the clinic - 
would almost certainly call for.the fund- 
ing of a full-time faculty position to 
supervise the clinic. In addition, a reluc- 
tance of law schools to cooperate with . 


business schools might cause conflicts 
such as the use of the tax materials in the 


library, competition over a fixed pool of 


. taxpayers, and competition for funding 
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by central administration within the uni- 
versity. In addition, it is quite clear that 
legal clinics will make an effort to admit 
their students to practice before the Tax 
Court. It is questionable whether the Tax 
Court would entertain a similar motion 
by, or on behalf of, accounting students. 

The lesson one may learn from the 
success of the SMU program is that there 
is no insurmountable barrier to establish- 
ing a tax clinic in a masters of taxation 


program in a school of business. Ideally, ` 


the educational experience would be the 
same. The problems of instituting a tax 
clinic in an' accounting program appear 
to be primarily administrative in nature. 
For instance, students would have to be 
exempted from the enrolled agents exam- 
ination under Treasury Circular 230. 
Also, any clinic director in an accounting 
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program would have to be admitted to 
practice before the Tax Court. | 
The authors feel that academic credit 
would have to be approved by the par- 
ticipating school of business in accor- 
dance with AACSB guide-lines. Law 
schools have һай а long history of pro- 
viding legal assistance through their legal 
clinics ; however, schools of business have 
had very little experience to draw upon 
(outside of the Voluntary Income Tax 
Assistance (VITA) program) in develop- 
ing clinics for students to serve the com- 
munity and the public interest as well. 
The authors are quite optimistic that a 
parallel can be developed from the law 
school experience. Our feeling is that 
students can learn by doing, and the es- 
tablishment of a tax clinic would provide 
the medium for accomplishing this goal. 
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Managing Earnings Using An Insurance 
Subsidiary: A Case of Restraint 
| by Sears/Allstate 


Roman L. Weil 


ABSTRACT: This note reports on one method currently available to insurance companies 
and those with insurance subsidiaries for "managing earnings," illustrates it for Sears 
Roebuck and Co., and concludes that Sears’ management has not taken advantage of all 
of the income-smoothing possibilities provided by the generally accepted accounting 


principles for insurance companies. 


of marketable equity securities at 

market value on the balance sheet, 
but only realized gains and losses are 
shown in the income statement. Unreal- 
ized gains (losses) are credited (debited) 
directly to a balance-sheet owners' equity 
account. (The treatment of both gains 
and losses on all an insurance company's 


[Г companies report holdings 


equity holdings is like that required by 


FASB Statement No. 12 for losses on 
long-term investments in equity securi- 
ties by non-insurance companies.) 


For example, assume that a portfolio. 


of securities first acquired during Period 
0 for $1,000 has a market value of $800 at 
the end of Period 0. Journal entries for 
Period 0 are: 


Equity Securities Held as Investments.. 1,000 
Са panied аа a een et rene 
To record acquisition. 
Unrealized Loss on Investments (Own- 
ers’ Equity).......... cece cence 200 


1,000 


Equity Securities Held as Investments. ..... 200 
To record decline in market value during Period 0. The 
account debited appears on the balance sheet as a 
subtraction from owners’ equity. It does not enter 
reported income for the year. 


Assume that securities originally cost- 
ing $100 in Period 0 had a market value 
of $110 at the end of Period 0 and were 
sold for $150 during Period 1. Assume 
that the securities remaining in the port- 
folio at the end of Period 1 originally cost 
$900 and had market value then of $960. 


. The journal entries for Period 1 are: 
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Equity Securities Held as Investments 100 
Realized Gain on Disposition of In- 

50. 
То recognize realized gain; reported in- 

come is increased by $50 for the year. 


Equity Securities Held as Investments.. 260 
Unrealized Loss on [Investments 
(Owners' Equity). .............. 
Unrealized Gain on Investments 

(Owners Equity). .............. 60 

To adjust book: value of remaining portfolio to 

market value, to remove the unrealized loss from 

owners equity and to add the unrealized gain to 

owners' equity. Neither of the accounts credited 


appears on the income statement. 


200 


The gain reported for the year is the 
difference between selling price and origi- 
nal cost of the security sold. The adjusting 
entry at period-end changes the book 
value of the remaining portfolio to its 
period-end market value. In the example, 
income for Period 1 was increased by $50 
but owners’ equity increased by $310 
(=$50 + $260). 


MANAGING EARNINGS OF 
INSURANCE COMPANIES 


. Assume that an insurance company 

has been in business long enough to hold 
a portfolio of equity securities, some of 
which have unrealized holding gains 
(market price increases since acquisition), 
while others have unrealized losses (mar- 
ket price decreases since acquisition). Its 
income can be manipulated as follows: if 
more income is wanted, sell securities 
with unrealized gains; if less income is 
wanted, .sell securities with unrealized 
losses. Over long time spans, income can 
be smoothed, even if it cannot be man- 
aged arbitrarily. Limits to income man- 
agement are imposed by the overall 
portfolio performance. 

А company with an insurance subsidi- 
ary accounted for on the equity method 
(as in the case of Sears and Allstate) can 
similarly smooth income by timing reali- 
zations of gains and losses. 

The possibility for managing earnings 
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is removed if all gains and losses, whether 
realized or not, are treated identically, 
either all reported in income (as now for 
realized gains and losses) or all excluded 
from income (as now for unrealized 
gains and losses). 


ILLUSTRATION FOR SEARS/ALLSTATE 


Sears Roebuck and Co. owns 100 per- 
cent of Allstate Insurance Company and 
accounts for its investment using the 
equity method.! Thus, Sears’ income 
includes only the realized gains and losses 
on Allstate’s investments. Sears’ assets 
at the end of 1979 totaled $16.4 billion. 
These assets included its equity in All- 
state of $2.4 billion, while Allstate's 
assets totaled $8.1 billion. 

Figure 1 shows data since 1973, when 
Allstate changed its disclosures for some 
investments. Column (4) shows Sears' 
income as reported, and Column (5) 
shows the percentage change from year to 
year in that income. Column (3) shows 
Allstate's realized gains and losses, after 
taxes, on its investments in equity securi- 
ties. Column (1), derived by subtracting 
Column (3) from Column (4), reports 
Sears' consolidated income excluding 
Allstate's realized gains and losses. Col- 
umn (2) shows the percentage change in 
Column (1). Column (1) is *unmanage- 


'able" operating income, unmanageable 


at least with respect to the methods dis- 
cussed here. Column (3) is “manageable.” 

Column (6) shows the change in market 
value of the portfolio for the year (un- 
realized gain or loss), and Column (7) 
shows the sum of realized, reported 
income from Column (4) plus the un- 
realized gain (or less the unrealized loss) 
from Column (6). Column (7) shows the 
total economic impact of operations for 

! Using the taxonomy of Burnett et al., [1970, p. 816], 
Sears’ equity method for Allstate-is Type B: Equity in 
the net income (after taxes) of the subsidiary is separately 


reported as “other income" above tax expense in the 
consolidated income statement. 
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a year plus holdings of investments (but 
without income-tax effects of unrealized 
gains and losses). The income reported 
in Column (7) is “unmanageable” and 
fluctuates more than the *unmanageable" 
operating income in Column (1). That is, 
holding marketable securities injects fluc- 
tuations into the earnings of a combined 
retailer/insurance underwriter. 


Analysis of Sears] Allstate 


The data іп Columns (9)-(11) show the 
magnitude of Sears/Allstate's oppor- 
tunity for managing earnings. Examine 
1976, for example. At the end of 1976, 
Allstate had $140.0 million of unrealized 
gains in its portfolio. Presumably, All- 
'state's and, hence Sears’, income could 
have been larger by up to 20 percent 
before taxes. Similarly, at the end of 1976, 
Allstate had $211.8 million of unrealized 
losses in its portfolio. Presumably, All- 
state's income could have been smaller 
by 30 percent before taxes.? Of course, 
these opportunities for income manage- 
ment implicit in the data in Columns 
(9)-(11) are not independent of each 
other. If, for example, Allstate had 
realized all of the gains available at the 
end of 1976, there would have been sub- 
stantially smaller (perhaps zero) un- 
realized gains ai the end of 1977. 

In the circumstances, I am impressed 
at the absence of apparent attempts to 
smooth Sears' income by using realized 
gains and losses in Allstate's investment 
portfolio. While the variance in per- 
centage changes reported in Column (5) 
about its long-run average is less than that 
for Column (2), the difference is small. 
There does seem to be some attempt to 
smooth, but the ‘evidence is ambiguous.* 

Notice, however, how generally ac- 
cepted accounting principles mask the 
economic reality reported in Columns 
(7) and (8), where total income, realized 
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plus unrealized, is shown to be substan- 
tially more variable than is realized 
income. As a member of the efficient 
markets school, I am unimpressed by 
statements such as the following, taken 
from Sears’ 1974 annual report: 


In the absence of operating or investment rea- 
sons compelling liquidation, it is inappropri- 
ate to reflect in income temporary fluctuations 
in market values of long-term equity invest- 
ments. Consequently, investment results ex- 
clude unrealized market decreases in equity 
investments. . 


I do not oppose the non-reporting of 
short-term temporary fluctuations. I deny 
that the management of Sears or Allstate 
(or any other management for that 
matter) can identify which fluctuations 


? These percentages aré calculated before allowing for 
the effect of any income tax assessed against the gains 
and losses, once they are realized. The effective income 
tax rate on such gains and losses is difficult to estimate 
prior to realization, and it is possible, by timing the 
realization of gains and losses judiciously, that the effec- 
tive rate could be far below the statutory rate. 

3 ft has been pointed out that an insurable company 
has another opportunity, related to its portfolio, for 
manipulating earnings that I neither thought of originally 
nor have investigated after having been informed. As- 
sume a portfolio that originally consisted of low- 
dividend "growth" stocks. Consider converting that 
portfolio to one consisting primarily of high-yielding, 
dividend-paying stocks. The reported income would 
increase each year because of increased dividends, which 
are "realized earnings. For a given total return, there is a 
compensating decline in unrealized gains of the sort 
reported directly with credits to owners’ equity accounts. 
For a given total return, the total of owners’ equity 
(excluding tax effects) does not change, but the amount of 
reported income can be increased. The cause of the 
increase is not so obvious as it is with sales of securities 
to realize capital gains. 

* Others have examined the same evidence and drawn 
different conclusions, e.g., “Dipping into the Allstate 
venture capital pool enabled Sears to report only a 3.4% 
drop in earnings [for the first quarter of 1979] and hold 
up the price of its stock [sic]. This is not the first time 
Sears has bolstered company earnings with Allstate's 
venture capital gains, but it was the largest cash [sic] 
infusion to date; in the recession years of 1973—75, the 
nation’s largest retailer reportedly siphoned several 
million venture capital dollars...” (See Elsner, [1980, 
p.35]) 
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are temporary. Any management that securities is in the wrong business. They 
can distinguish temporary from perma- should be buying securities where market 
nent fluctuations in market prices of prices are temporarily depressed. 
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Forging Nonprofit Accounting . 
. Principles— An Update. 


Edward A. Weinstein _ 


ABSTRACT: This article continues the discussion which appeared in the October, 1978 
issue on the factors which have influenced the AICPA's Subcommittee on Nonprofit 
Organizations in the fashioning of its Statement of Position 78-10. The author, who was 
a member of the Subcommittee, presents. his view of the reasons why the Subcommittee 
arrived at several of its more salient conclusions. 


N a previous article in THE ACCOUNT- 


ING REVIEW, I discussed the promul- 
gation of accounting principles for 
certain nonprofit organizations [Wein- 
‚ Stein, 1978]. When thearticle was written, 
'the AICPA Accounting Standards Divi- 
sion had published an exposure draft 
[AICPA, 1978a]. The Accounting Stan- 
. dards Division of the AICPA (“һе Divi- 
sion") has now published Statement of 
Position 78-10 [AICPA, 1978b]. This 
article discusses the evolution of SOP 
78-10 (“SOP”) from the exposure draft, 
significant changes which occurred be- 
tween the two documents, and important 
influences on the deliberative bodies that 
caused the changes. 

As noted in my earlier article, the 
Financial Accounting Standards Board 
announced, during the Summer of 1977, 
that it was planning to study nonprofit 
accounting, as part of an overall project 
which included municipal accounting. 
The Subcommittee on Nonprofit Or- 
ganizations "(the Subcommittee") had 
been told that the FASB desired it to 
complete its work and issue an SOP. 
Although the FASB had previously 
indicated that it expected lengthy de- 
liberations of its own, by July 1978 the 
composition of the Board had changed 
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significantly. There appeared to be a 
change in attitude as well. The FASB, 
therefore, requested à meeting with the 
Subcommittee. B 

FASB members expressed two con- , 
cerns to the Subcommittee. Publication 
of the SOP would pre-empt the authority 
of the FASB. Also, it might impose hard- 
ships on organizations that were first 
forced to comply with an AICPA docu- 
ment and then to change if the FASB's 
conclusions led it to promulgate different 
accounting principles. Our discussion 
took place against the background of a: 
larger dialogue between the AICPA and 
the FASB over the appropriate role of the 
AICPA in the accounting standards 
setting process. The Division's State- 
ments of Position were not considered 
authoritative under the AICPA's own 
code of ethics. However, the issuance of 
Statements of Position by the Division 
has given the appearance that the Divi- 
sion intends to compete with the FASB. 

After a long discussion, it was finally 
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determined that the SOP to be issued by 
the Division would not have an effective 
date and would acknowledge the FASB's 


deliberations in the nonprofit area. Al- - 


though nonprofit organizations would be 
encouraged to apply the standards set 
forth in the SOP, they would not be 
required to do so. Such standards would 
be recognized as preferable but not man- 
datory. (*[T]he Division has concluded 
that the principles contained in this 
statement of position need not be adopted 
until after the Financial Accounting 
Standards Board completes its project" 
[AICPA, 1978b, para. 124]). 

During the meeting with the FASB, 
suggestions were made by Board mem- 
bers regarding some of the principles 
enunciated in the exposure draft. In addi- 
tion, the Subcommittee received several 
hundred letters responding to the draft. 
The Subcommittee met for three days i in 
early August 1978 to complete its de- 
liberations, considering the views ex- 
pressed by the FASB and those in the 
letters. In addition, members were fa- 
miliar with the study of conceptual issues 
prepared by Professor Robert Anthony 
for the FASB [Anthony, 1978]. In Sep- 
tember 1978, a revised SOP was sub- 
mitted to the Division, which slightly 
modified the document and published it 
in early February 1979. 

While there were numerous changes 
made to the exposure draft, only the 
most significant will be dealt with here. 
They are: 


1. Concessions to smaller groups. 

2. Emphasis on the need for adequate 
financial resources. 

3. Exclusion of religious groups from 
certain requirements. 

4. Carrying amount of investments. 


Concessions to Smaller Groups. 


Great concern was expressed by or- 
ganizations purporting to represent 
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smaller, nonprofit groups. These organi- 
zations indicated to the Subcommittee 
that the use of formal books and records 
on an accrual method of accounting was 
onerous and expensive. Sympathy for the 
viewpoint was even expressed informally 
by one of the members of the Financial 
Accounting Standards Board. Of course, 
these concerns were somewhat overstated 
since virtually the same set of books and 
records are maintained for the cash as the 
accrual method. The latter method re- 
quires only a few small adjustments at 
month-end for most organizations. 

' The Subcommittee had always con- 
sidered that smaller groups should not 
be required to maintain books and 
records on an accrual basis of accounting 
[AICPA, 1978a, para. 7, footnote 1]. 
However, the Subcommittee believed 
that, whenever such a group published 
financial statements under GAAP, the 
statements should be converted to the 
accrual accounting method. The Sub- 
committee believed that such a con- 
version was neither onerous nor unduly 
expensive. However, it apparently did 
not express its viewpoint clearly enough 
and, as a result, was faced with an outcry 
from these organizations. In the final 
SOP, the Subcommittee acknowledges 
that "complex accounting may be neither 
practical nor economical" [AICPA, 
1978b, para. 2]. 

The SOP also reminds all organizations 
to which it applies that financial state- 
ments may be prepared upon a compre- 
hensive basis of accounting other than 
generally accepted accounting principles 
[AICPA, 1978b, para. 2]. The Subcom- 
mittee re-emphasized this point in an- 
other paragraph by stating that "these 
recommendations do not preclude such 
organizations from continuing to use 
appropriate special purpose reports" 
[AICPA, 1978b, para. 7]. These para- 
graphs refer to Statement on Auditing 
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Standards 14 (paragraphs 2-8). An audi- 
tor's report on such a special-purpose 
financial statement would be appropri- 
ately modified to mention the basis of 
accounting used but would otherwise be 
unqualified. 

The exposure draft had a requirement 
that a statement of activity should pre- 
sent costs separately for each significant 
program and supporting activity [Func- 
tional Classification of Expenses, AICPA, 
1978b, para. 85]. Here again, smaller 
organizations felt put upon by the Divi- 
sion because of the requirements of main- 
taining books and records to provide 
information for statements on that basis. 

The Subcommittee believed that finan- 
cial statements which would be circulated 
to the general public for solicitation pur- 

poses should be functionally classified. 
However, such classification did not seem 
to be as important for statements of 
organizations which did not solicit from 
the general public. Since these organiza- 
tions are likely to be smaller, an effective 
compromise was worked out. The final 
SOP excludes from reporting on a func- 
tional basis “organizations receiving no 
significant support" from the general 
public. These organizations are encour- 
aged to report in this manner but “may 
choose to summarize expenses on an- 
other basis (such as natural classifica- 
tions)" [AICPA, 1978b, para. 85]. 

The Subcommittee was also pressured 
by a large number of diverse groups, each 
of which felt the need to have its own, 
separate accounting standards because 
of what each considered to be its unique 
requirements, activities, and form of 
organization. (While virtually every 
group sought the status and uniqueness 
which we could presumably confer by 
issuing a separate guide for each, a 
group representing college fraternities 
sought to be named as a covered organi- 
zation. Presumably, it did so to attain 
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recognition or status by being listed with 
other nonprofit organizations.) The Sub- 
committee deliberated at great length 
over the wisdom and advisability of 
publishing a variety of such documents. 
The Subcommittee finally concluded that 
“continuing to publish separate account- 
ing papers or guidelines for different 
types of organizations would proliferate 
accounting practices unnecessarily" 
[AICPA, 1978b, para. 6]. 

The Division, therefore, appropriately 
recognized that most of these organiza- 
tions -have similarities which can be 
accommodated under the broad princi- 
ples in the SOP. Where it was appropriate 
and recognized by the Subcommittee. 
that an organization had a peculiarity 
which should negate an otherwise ac- 
ceptable principle, this was incorporated 
in the document. Some of these instances 
are discussed in this paper. 

The Subcommittee decision that the 
principles formulated for nonprofit or- 
ganizations should be the same for all 
such organizations has now set the stage 
for conformity of principles in the earlier 
guides [AICPA, 1978b, para. 1] with 
those in the new SOP. These earlier: 
guides were issued between 1972 and 
1974 and are applicable to Hospitals, 
Colleges, and Universities and Voluntary 
Health and Welfare Organizations. SOP 
78-10 is not applicable to organizations 
covered by these guides. 

The AICPA has now reconstituted the 
Subcommittee on Nonprofit Organiza- 
tions. It is the new purpose of this Sub- 
committee to identify differences among 
the guides and the SOP. This Subcom- 
mittee will then draft “‘issues papers" 
describing the differences and suggesting 
either a reconciliation or a continuation 
of the difference. If approved by the 
AICPA’s Accounting Standards Execu- 
tive Committee and the FASB, they will 
become SOPs. 
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EMPHASIS ON THE NEED FOR ÁDEQUATE 
FINANCIAL RESOURCES 


From the beginning of the Subcom- 
mittee's deliberations five years ago, we 
were faced with a need to distinguish 
between commercial and nonprofit enti- 
ties. This issue instantly intruded into 
discussions, as members sought to justify 
differing accounting methods and treat- 
ments. Most understood that the sole 
significant difference between a nonprofit 
entity and a commercial entity was the 
latter's need to be consistently profitable. 
Ostensibly, the nonprofit organizations 
do not have this commercial motive as 
one of their objectives. Nonprofit entities 
provide service to a general or specific 
public without economic motivation. 
Survival is usually dependent upon the 
largesse of private or public philan- 
thropy. 


However, a persistent and recurring. 


theme developed as the SOP evolved. 
The Subcommittee agreed that, while 
earning a profit is not an objective of a 
nonprofit entity, it does have to achieve 
financial stability. This means having 
sufficient financial resources to carry out 
primary objectives. The Subcommittee 
recognized that such organizations' fi- 
 nancial statements should help readers 
"evaluate the organization's ability to 
carry out its fiscal objectives" [AICPA, 
1978b, para. 9]. 

To emphasize this point, the Subcom- 
mittee amended its discussion of the 
need for an “excess line" by adding the 
following text: 


‚ nonprofit entities can survive only if they have 
support, revenue, and other, additions equal 
to or in excess of expenses. This measure is an 
important indicator of financial health and is 
therefore of interest to management, mem- 
bers of the governing board, donors, benefi- 
ciaries, and other users of the financial state- 
ments [AICPA, 1978b, para. 30]. 


Exclusion of Religious Groups from 
Certain Requirements 
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The Subcommittee held hearings after 
publishing the discussion draft. Among 
those invited was an ecumenical religious 
group. After this meeting, representatives 
of this group continued to discuss the 
peculiarities of their organization with 
the Subcommittee, both by letter and 
individually. In at least two areas, the 
Subcommittee acknowledged that cer- 
tain religious groups may have peculiari- 
ties of organization and operation, war- 
ranting exclusion from some provisions 
of the SOP. 

The most controversial section of the 
exposure draft dealt with financially in- 
terrelated organizations. As noted in my 
earlier article nonprofit organizations 
have a propensity for fragmentation. 
They attempt to make the whole smaller 
than the sum of its parts, particularly in 
time of prosperity, by subdividing into 
smaller, ostensibly autonomous, sub- 
entities. This fragmentation, whether 
done to hide available resources or to 
obscure an inefficient operation, did not 
appear to be appropriate. The Subcom- 
mittee believed that all resources and 
operations of an entity should be aggre- 
gated and disclosed in one comprehensive 
set of financial statements. Therefore, the 
Subcommittee attempted to provide 
guidance as to when interrelated organi- 
zations had to be combined. 

The section in the exposure draft on 
interrelated organizations had been ex- 
tensively rewritten from materials origi- 
nally published in the discussion draft. 
Members of the Subcommittee believed 
that the rewritten version accommodated 
almost all organizations and, in particu- 
lar, the religious organizations.! How- 
ever, some of the language and principles 


! Response to this section of the exposure draft by 
other than religious organizations was limited. Therefore, 
the basic text of the section dealing with financially- 
related organizations is essentially unchanged from the 
exposure draft. 
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expressed in the exposure draft troubled 
these groups. 

They pointed out, for example, that 
local parishes have complete control 
over their own financial resources. To 
combine them with the diocese in a finan- 
cial statement would be inappropriate. 
Similarly, in certain religions the local 
church or synagogue is financially au- 


tonomous; in others, itis tied, legally and . 


financially, to the central religious body. 
Schools associated with religious orders 
and supported financially by them may 
in other respects be independent. At 

„what point is it appropriate to combine 
these entities, and what purpose is 
served? 

In recognition of the unique and com- 
plex relationships common to religious 
organizations and the degree of local 
autonomy, the Subcommittee, therefore, 
noted “there may be many circumstances 


in which application" of principles of © 


combination enunciated in the SOP 
“would not result in meaningful financial 
information" [AICPA, 1978b, para. 48]. 
This text exempts a religious organization 
from, provisions of the section, which 
otherwise would require combination if 
it concludes that meaningful financial 
information would not result from such 
combination. 

It should be noted that the Subcom- 
mittee believed that some combinations 
of religious organizations would be ap- 
propriate. However, in many other cir- 
cumstances, such combinations might 
not be appropriate. Because of the variety 
of possible combinations and the varying 
degrees of financial and legal interde- 
pendence, the Subcommittee made no 
attempt to define when combination was 
appropriate. The language of paragraph 
48 is intended to encourage religious 
organizations to provide appropriate 
combined financial statements. The Sub- 
committee left more explicit rules on this 
subject for future practice and/or a more 
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distant rule-making body. It will be 
interesting to see how the principles are 
applied in practice to such organizations. 

As was noted in my previous article, 
the Subcommittee decided that nonprofit 
organizations should capitalize both pur- 
chased and donated capital assets 
[AICPA, 1978a, para. 101]. The Sub- 
committee also decided that these assets 
should be depreciated [AICPA, 1978a, 
para. 103]. Many religious organizations 
felt that capitalization and depreciation 
served no useful purpose, although capi- 
talization seemed less of a problem than 
depreciation. 

Although the Subcommittee had previ- 
ously excluded from depreciation such 
assets as landmarks, monuments, cathe- 
drals, and historical treasures, it now also 
decided that “structures used primarily 
as houses of worship need not be depreci- 
ated" [AICPA, 1978b, para. 108]. In . 
doing so, the Subcommittee recognized 
that depreciation of such facilities would, 
not provide useful information to readers 
of financial statements nor would com- 
parability in most cases be affected. (Note 
that in the case of religious organizations 
such comparability was, in any event, of 
little use.) | | 

Members of religious communities 
often contribute their services to their 
organizations or to other organizations. 
These organizations did not believe that 
the word “donated,” used in both dis- 
cussion and exposure draft, adequately 
encompassed the giving of their services. 
In recognition of these circumstances, 
the paragraphs dealing with donated 
services were modified appropriately to 
indicate that donated and contributed 
services should not be recorded as in- 
come and expense except in extremely 
limited circumstances. This modification 
was also made in order to recognize that 
the previous wording did not encompass 
the idea of contributed services unique 
to religious organizations. 
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CARRYING AMOUNT OF ÍNVESTMENTS 


The exposure draft stated that both 
debt and equity securities should be 
carried at market value. This was a major 
departure from prior practice and signifi- 
cantly different from the requirements of 
FASB Statement No. 12. The require- 
ment to carry-such investments at market 
was the only major modification made by 
the Division to the Subcommittee's ex- 
posure draft. The Subcommittee ac- 
cepted this modification. Most members 
did not feel strongly about this issue. In 
addition, there was, perhaps, some nega- 
tive feeling about FASB Statement No. 
12. 

The recommendation proved to be 
exceedingly unpopular. Negative com- 
ments regarding this proposal were over- 
whelming, more than on any other princi- 
ple enunciated in the exposure draft. 
Most of the comments emphasized that 
the Division was requiring nonprofit 
organizations to do something that com- 
mercial organizations were not required 
to do. Although the Subcommittee was 
not sympathetic to the principles of 
FASB Statement No. 12, members read- 
ily agreed that it was inappropriate to 
change those principles in this document. 

Nonprofit organizations are, therefore, 
permitted an option of carrying two 
pools of investments, thosé which are 
marketable and those which are not. 
Each pool may be valued at either the 
lower of cost or market? or market (fair 
value for non-marketable assets). The 
marketable securities portfolio, if carried 
at the lower of cost or market value, 
should recognize declines when the ag- 
gregate market value, by fund group, is 
less than the carrying amount. Similar to 
Statement No. 12, recoveries of aggre- 
gate market amounts in subsequent 
periods should be recorded, except for 
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increases in market above original cost 
[AICPA, 1978b, para. 79]. 


CONCLUSION 


Most of the changes forged by the 
Subcommittee at its last meeting are 
improvements over earlier drafts. These 
modifications accommodate peculiarities 
of certain groups and enlarge on the 
Subcommittee's thinking in regard to 
other aspects of the Statement of Posi- 


. tion. It is, however, unfortunate that the 


SOP has no effective date. The accounting 
principles set forth represent only the 
expression and opinion of an informed 
deliberative body. They do not represent 
required accounting principles. They may 
be voluntarily adopted but cannot be 
mandated. ) 

In order to eliminate some of the con- 
fusion about existing audit guides and 
SOPs (including SOP 78-10), the FASB 
has recently issued Statement No. 32. 
This document makes the principles 
enunciated in these documents preferable 
for purposes.of an accounting change 
(APB Opinion 20). One enigma resulting 
from this issuance is that, while FASB 
Statement No. 32 has an effective date 
(October 31, 1979), SOP 78-10 still has 
none. 

Therefore, those organizations which 
are unwilling to change less desirable 
accounting principles need not do so, 
even though these principles may misin- 
form or even mislead users. It is, of 
course, to be hoped that many organiza- 
tions will be convinced and/or cajoled to. 
adopt these principles. (In practice, this 
seems to be happening, based on discus- 
sions with CPA practitioners in the non- 
profit field.) Perhaps the directors of such 


? An exception is marketable debt securities, which 
may also be carried at amortized cost where there is both 
the ability and intention to hold to maturity. 
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organizations will be made aware of these 
principles by auditors and will voluntarily 
adopt them. However, it is more likely 
that, until the FASB completes its project 
by either endorsing these principles or 
issuing its own statement the administra- 
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recommended principles in the SOP. 
Some will act in good faith because they 
believe that the SOP is conceptually in- 
appropriate for their organizations; some 
will continue old practices to obscure the 
true condition and results of operations 


tors of many of the nonprofit organiza- of their organizations. 
tions will find ways not to adopt the | : 
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ALAN R. BECKENSTEIN, LESLIE E. GRay- 
SON, SUSAN M. OVERHOLT, and TIMOTHY 
F, SUTHERLAND: Performance Measure- 
ment of the Petroleum Industry (Lex- 
ington, Mass.: Lexington Books, 1979, 
рр. xv, 169). 


Increase in centralized planning of a large, 
decentralized petroleum industry during the 
past decade has brought demands for data on 
the operation and performance of firms engaged 
in the industry as well as on various segments 
of operations of vertically or horizontally 
integrated firms. The book is concerned largely 
with the problems associated with availability 
and interpretation of the latter type of data. 
It contains some interesting details about the 
structure of the petroleum industry that may 
be of some interest to those unfamiliar with 
the industry. However, those who are interested 
in finding solutions to the difficult performance 
measurement problem are likely to be dis- 
appointed in the book since it covers a broad 
range of topics without going into a detailed 
analysis of any. 

After introducing the need for operate and 
performance data on the petroleum industry 
in the opening chapter, a few examples of 
differences among the organization charts of the 
marketing operations of various firms (Chapter 
2) and a discussion of the transfer pricing 
problem (Chapters 3 to 5) are given. Accounting 
instructors may find the actual examples of 
transfer pricing practices in the petroleum 
industry given in Chapter 5 useful in the class- 
room. Discussion of the industrial organization 
paradigm given in Chapters 6 and 7 may be 
useful to some accountants. Chapter 8 discusses 
the three sources of price information in the 
petroleum industry, and a numerical example 
of how different transfer pricing methods can 
result in different profits for a division of a firm 


is given in Chapter 9. The book concludes with 
some general remarks on the desirable qualities. 
of the data base in Chapter 10. 

On the whole; the book contains some nitty- 
gritty details about the industry thrown together 
with some textbook description of accounting 
and economic problems, with the result that 
the audience of the book is not clearly defined. 

SHYAM SUNDER 
Associate Professor of Accounting 
University of Chicago 


Tracy D. Connors, The Nonprofit 
Organization Handbook. (New York: 
McGraw-Hill Book Company, -Inc., 
1980, pp. xxiii, 740). 


This first-edition book, by numerous (27) 
contributing authors of various backgrounds, 
is written from a perspective of providing opera- 
tional guidance to managers of nonprofit 
organizations (NPO). It is an easy-to-read 
introduction to the issues and problems involved 
in organizing and operating a variety of NPOs. 
The intended audience is practitioners who are 
actively involved in managing the affairs of 
a NPO. 

The well-organized text is divided into six 


. separate sections and represents a useful refer- 
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ence document for addressing specific isolated 
problems as well as providing a more com- 
prehensive treatise of a wide range of issues. 
Section 1 deals with basic NPO organization 
principles and concepts, including several 
chapters on tax exempt matters. Specifically, 
in addition to discussing the environment, con- 
structs, and peculiar attributes of NPOs, the 
section provides practical, detailed guidance 
on (1) different organizations qualifying for 
tax exempt status, (2) securing tax exempt status, 
and (3) maintaining tax exempt status. The 
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section also includes several useful checklists 
designed to monitor compliance with various 
Internal Revenue Code sections. 

Section 2 addresses problems of leadership, 
management, and control of NPOs. In addition 
to enumerating general management principles, 
the text considers the roles and relationships 
of management and the board of directors in 
a NPO. The responsibilities of the members 
of the board of directors and the NPO officers 
are dealt with in a detailed fashion with easy- 
to-comprehend ideas.and suggestions for the 
effective discharge of these responsibilities. 
Further, the concepts of management by ob- 
jectives, performance evaluation, and instru- 
ments of control that are peculiar to the NPO 
environment are all discussed adequately. 

Section 3 considers problems of managing 
human resources in a NPO and deals extensively 
with securing, motivating, and retaining volun- 
teer workers. The problems of providing 
continuing professional education and training 
for a wide variety of volunteers are discussed 
thoroughly. Finally, the issues of attracting and 
retaining members and supporting associates 
of a NPO are developed in terms of member 
needs and expectations. The basic elements 
of membership drives are established for a 
variety of techniques, such as direct mail, 
telephone solicitation, and personal contact. 

Section 4 discusses various sources of revenues 
for NPOs. An extensive discussion of the role of 
philanthropy is a central theme of this section. 
Various methods of appeal and campaign 
management are developed. NPO managers 
should be able to study the several giving pro- 
grams and adopt the most appropriate method 
for the particular circumstances in question. 

The use of grants as revenue sources is also 
considered at length. The question of whether 
grant funds should be pursued as well as tech- 
niques of negotiation, grant management, and 
execution are all presented adequately and 
should provide NPO managers with valuable 
guidance. 

One area that is not dealt with in detail is 
the role of fees for service revenue sources. 
Such revenue need not destroy NPO status and 
can represent a significant source of resources. 
In this respect, the book does not provide a com- 
plete treatise on revenue sources. 

Section 5 is concerned with the public re- 
lations aspects of NPOs. While this section does 
contain ideas useful in providing public informa- 
tion and presenting a favorable image through 
media releases and presentations, it is probably 
the least valuable to the NPO executive. Perhaps 
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the most valuable chapter in this section deals 
with involving community leaders and citizens 
in the NPO as a way of publicizing the activities 
and contributions of the organization. Another 
valuable chapter discusses dealing with legis- 
latures and provides solid guidance for success- 
fully working with various legislative organi- 
zations. 

The final section is concerned with fiscal 
management and administration. The first chap- 
ter in this section discusses the authoritative 
literature and certain key concepts in regard 
to financial accounting and reporting. The 
notion of generally accepted accounting prin- 
ciples and their implications are presented 
along with illustrative financial statements for 
several types of NPOs. The second chapter in 
Section 6 considers budgeting and financial 
management. This chapter is written in a fairly 
elementary fashion and discusses only a few 
budgetary techniques. For example, although 
budget-actual variance analysis is mentioned, 
the subject is not extensively developed and 
provides little operational guidance on the 
powers and limitations of this planning and 
control tool. The remaining chapters are devoted 
to a basic discussion of certain bookkeeping 
and accounting practices. Again, the presen- 
tation is fundamental to tbe management of 
a NPO and several basic concepts and practices 
are presented that are integral to effective 
financial management. However, the level of 
presentation and discussion is elementary and 
would contribute little to experienced NPO 
managers or accountants. 

In sum, the book is written as an aid to NPO 
managers or executives. The presentation, while 
operational, is fairly basic and avoids the 
extreme in terms of management policies and 
practices. One basic concern in regard to the 
nature of coverage involves some inconsistency 
in topical coverage. For example, the coverage 
in certain chapters deals with lofty goals and 
objectives of human motivation and service 
and in others is concerned with detailed book- 
keeping practices. It seems somewhat unlikely 
that the level of coverage would be equally rele- 
vant to most NPO managers. 

-A second concern relates to the range of 


` NPO managers who would directly benefit 


from the text. The book is heavily concerned 
with the operations and problems of voluntary 
organizations and would not necessarily apply 
directly to many hospitals, colleges, or univer- 
sities. This is particularly obvious in situations 
where the organization generates significant 
revenue from fees for services rendered. 


x 
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The book does represent, however, a suc- 
cessful blend of practice and theory that should 
be of value either as a reference work for specific 
problems or as a comprehensive guide to the 
management of many NPOs. 

WILLIAM W. HOLDER 
Associate Professor of Accounting 
University of Southern California 


CHARLES B. EDELSON, WILLIAM O. GREEN, 
and ANN H. GREEN, Federal Income Tax, 
1980 Edition (Reston Publishing Com- 
pany, 1980, pp. xi, 253, $10.95). 


This book might be considered for use in 
the basic tax course for accounting majors. 
But the detail presented in other leading tax 
texts is lacking. There are only 150 pages of 
actual text material covering the numerous 
topics of taxation, including only 16 pages on 
` partnership, corporation, and small business 
corporation returns. Many times a topic is 
covered with only one paragraph. On the dust 
jacket, the book is described as "a step-by-step 
guide to computing your income taxes!" With 
this approach and the lack of detail, instructors 
will have to supplement its use with many outside 
materials. This text does not provide the depth 
of coverage required for the CPA examination. 

This book would be most appropriate for an 
introductory tax course for nonbusiness students 
or even nonaccounting business students. The 
first nine chapters emphasize individual income 
tax, and the last chapter discusses partnership, 
corporation, and small business corporation 
returns. The outline for the book, similar to 
other tax texts, begins with filing returns and 
personal exemptions, and then covers gross 
income, deductions, and computations. Special 
chapters are devoted to capital gains and losses 
and special tax computations. 

The well-written book makes frequent use 
of examples, charts, and tax forms. Numerous 
tax-saving tips are set apart within the chapters. 
There are several problems at the end of each 
chapter, and five chapters provide cumulative 
problems. The text has nine pages devoted to 
a glossary of terms and another 45 pages of 
selected forms and income tax rate tables. 
A topical index is also provided. 

While Green and Green co-authored the 
previous editions, Charles B. Edelson has been 
added as an author on the 1980 edition. The 
book is published annually and is available 
at the beginning of each year. Since most other 
texts are published in the summer, the book 
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has the advantage of being more current during 
the tax season. This can be particularly impor- 
tant where there are many end-of-year tax 
changes, as has occurred in recent years, 
This book does meet its objective of providing 

a step-by-step guide to computing income taxes. 
The heavy use of tax forms and charts helps 
fulfill this purpose where the objective of the 
course is to acquaint the student with income 
taxes. It also may be used as a study guide or 
supplement in the tax course for accounting 
majors. 

JAMES R. HASSELBACK 

Associate Professor of Accounting 
Florida State University | 


С. К. EvERINGHAM апа В. D. HOPKINS, 
Generally Accepted Accounting Prac- 
tice: A South African Viewpoint (Кеп- 
wyn, South Africa: Juta & Company 
Limited, 1979, pp. xii, 140, R10.50). 


. This is a book on South African Generally 
Accepted Accounting Practice (GAAP). It does 
not cover all South African GAAP. The topics 
covered are the four on which the Accounting 
Practices Board (equivalent of the U.S.'s FASB) 
has published authoritative Statements (1973, 
1975, and 1976), four others on which Exposure ` 
Drafts have been issued (1974, 1975, 1976, and 
1977), and one other (Asset Revaluations). 

The promulgation of authoritative professional 
pronouncements beyond the legal requirements 
of The Companies Act is a relatively new ex- 
perience for the South African accounting 
profession, and the authors have written this 
volume because (1) insufficient time has been 
devoted to discussion of the Standards; and 
they are interested in (2) assisting practitioners 
and students in interpreting the new Standards, 
and (3) offering "possible answers to some of 
the problems currently being encountered" 
(page v). The book will be of undoubted benefit 
in accounting courses at South African univer- 
sities, and also constitutes a good foundation 
for encouraging debate in South Africa оп тапу 
controversial and unresolved issues. Finally, | 
those practitioners and academics interested 
in the evolution of accounting thought and 
practice in English-influenced countries, might 
find this to be a useful addition to the literature. 

After providing background information 
on the financial accounting standard-setting 
process in Chapter 1, the authors go on to cover 
the topics of the four Statements (Disclosure 
of Accounting Policies, Taxation in Financial 
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Statements, Extraordinary Items and Prior 
Year Adjustments—including Accounting 
Changes and Discontinuation of Segments— 
and Earnings Per Share), the topics of the four 
Exposure Drafts (Inventory, Long-Term Con- 
struction Contracts, Equity Method, Depre- 
ciation), and Asset Revaluations. 

The authors are justified in undertaking this 
study because: (1) an examination of The South 
African Chartered Accountant for the past num- 
ber of years reveals that financial accounting 
issues have not been discussed and debated in 
South Africa to the same extent as they have 
been in the U.S., U.K., Canada, and Australia; 
and (2) the South African pronouncements often 
do not provide the detailed, specific guidance as 
is provided by, for example, many U.S. pro- 
nouncements. 

The authors have accomplished their three 
objectives in a meaningful way. Interpretations 
have been provided, for example, on such 
matters as adjustments for changes in tax rates 
(tax allocation; page 25), the nature of deferred 
taxes—liability versus reserve (page 29), and 
the 20-percent guideline under the equity 
method (pages 89 and 103). Guidance has also 
been provided on matters on which pronounce- 
ments are silent—using the equity method for 
the first time (page 91), debit balances and loss 
situations in tax allocation (page 30), the equity 
method and EPS (page 52), the excess of cost 
over net asset value under the equity method 
(page 97), criteria for discontinuance of a seg- 
ment (page 43), and materiality guidelines for 
the potential dilution of EPS (page 54). The 
authors have also indicated disagreement with 
the practice (allowed under The Companies 
Act) of writing off organization costs, share and 
bond issue costs, and bond discounts against 
paid-in capital (share premium) (page 50), the 
non-recognition of LIFO (page 71), the apparent 
reluctance to allow depreciation on buildings 
(page 119), and the use of the cost method by 
companies not issuing consolidated financial 
statements (page 105). 

The book contains extensive illustrations, 
and the argument is well-integrated with theo- 
retical considerations. and identification of 
advantages and disadvantages of alternative 
. methods. The coverage of tax allocation, equity 
method, and depreciation is more compre- 
hensive than in U.S. undergraduate textbooks, 
and the reference to published financial state- 
ments is quite extensive. In fact, on the matter 
of income-statement disclosure under the equity 


method (on which the ED is silent), the authors’ 


refer to published financial statements to 
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illustrate their preferred method (page 105). 
Reference to the requirements of The Companies 
Act of 1973 is quite detailed. This serves to 
complete the coverage of the "official" lit- 
erature on each topic. j 

Everingham and Hopkins reference and 
analyze related requirements of the U.S., U.K., 
Canada, and Australia, and of the International 
Accounting Standards Committee. The South 
African profession appears to be very supportive 
of the IASC. The former's ED on depreciation 
is almost identical to the IASC's Statement 
No. 4 (page 110), and the authors argue that, 
in the absence of a statement of its own on 
inventory, South Africa should comply with 
the recommendations of the IASC's Statement 
No. 2. 

The weaknesses of the book are (1) the lack 
of integration of the implications of market 
efficiency (especially for issues involving mere 
disclosure), (2) the lack of a summary and con- 
clusion chapter, and (3) inadequate coverage 
of Asset Revaluations. The discussion and debate 
that has been raging in South Africa on asset 
revaluation is not referenced, and an adequate 
theoretical foundation is not developed prior 
to launching into coverage of the many opera- 
tional problems. 

CHARLES Н. SMITH 
Professor of Accountancy 
University of Illinois at Urbana-Champaign 


Date L. FLEsHER and T. К. FLESHER, 
Accounting Principles for Midmanage- 
ment (Albany New York: Delmar 
Publishers, 1980, pp. viii, 454, $13.00). 


This text has been developed ostensibly to 
meet the needs of nonaccountants in business, 
“midmanagers.” However, a procedural ap- 
proach in which the primary methods of instruc- 
tion are detailed discussions of accounting 


. systems and procedures is utilized. Furthermore, 


minimal attention is given to accounting 
concepts and the uses of accounting data. 
The needs of nonaccountants in small entre- 
preneurial endeavors may be a more appropriate 
audience for this book. 

The seven major sections of this text cover 
a wide range of topics. The first four sections 
present conventional coverage of the intricacies 
of a general bookkeeping system, the develop- 
ment of financial statements, and specialized 
bookkeeping systems. The next two sections 
cover partnerships, corporations, and ас- 
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counting. for manufacturing concerns. The 
final section contains brief coverage of financial 
statement analysis, implications of income 
taxes, budgeting,.and ways to determine the 
need for an auditor. The text explains account- 
ing procedures systematically and with adequate 
examples. The problems at the end of each 
chapter are straight-forward and vary in dif- 
ficulty from easy to moderate. The authors do 
a thorough job in the conventional bookkeeping 
portion of the text as well as in the portion which 
describes the use of specialized accounting 
systems. The other sections seem to be brief 
discussions of varied topics. 

There are three distinctive characteristics 


of this book. Each chapter begins with learning - 


objectives and is summarized with a review 
which highlights the material needed to be 
remembered in order to achieve these objec- 
tives. Specialized bookkeeping systems (e.p., 
one-write system and payroll systems) are 
‘covered in more detail than in many books, 
and the coverage is aided by pictures of the 
components of these systems. An extensive 
glossary of terms is presented in the back of 
the book. These characteristics seem to be 
particularly helpful for individuals engaged 
in small business activities, 

The appropriateness for small business leads 
to a reservation about the title of this book. 
Probably for most “mid managers” the issue 
of how to use accounting data is as important 
as the issue of how to generate those data. In 
this text, however, the primary focus of most 
chapters is on accounting techniques. Only 
three chapters in the last section of the book 
focus on how to use accounting data in decision 
making. This text might be more closely aligned 
with the needs of small businesses that maintain 
their own accounting systems. 

This book seems most appropriate for those 
individuals who are establishing their own book- 
keeping system in a small business. Instructors 


might also consider this text for courses designed | 


to aid students in acquiring entry-level positions 

which require basic accounting procedural skills. 
- MICHAEL L. FETTERS 

Associate Professor: 

; Accounting and Law 

Babson College 


SAM R. GOODMAN and JAMES S. REECE, 
. Editors, Controllers Handbook (Home- 
wood, Illinois: Dow Jones-Irwin, 1978, 
pp. xiii, 1253, $35.00). 
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The intended audience for this book is ex- 
perienced financial managers. The book "is not 
intended as an elementary text on the duties 
of a controller." Its stated purpose is to serve 
as a well-organized compendium of current 
knowledge, and as a codification of the state 
of the art. The editors state that academic 
theories are included only to the extent that 
they are practicable and their application docu- 
mented. 

The book consists of 46 "chapters" or papers, 
most of which were written expressly for in- 
clusion in this collection. The chapter authors, 
for the most part, are from the practicing side 
of the profession. The various chapters are 
grouped within the following five parts: 


I. The Broad Role of Controllership (three 
chapters) 
II. Cost Systems (ten chapters) 
ІШ. Financial Analysis for Management De- 
cisions (eight chapters) 
IV. Measuring Financial Responsibility (six 
chapters) 
V. The Management Control Process—Plan- 
ning, Budgeting, and Performance Analy- 
sis (19 chapters) 


Editing a book such as this must be difficult. 
Just getting over 40 authors to meet deadlines 
is a formidable task. Keeping the level of соу-` 
erage reasonably uniform, avoiding overlap 
and inconsistency, and. creating a coherent, 
cohesive package must also pose problems. 
Publishing the book is evidence that at least 
one of that set of problems was solved. 

Given the number of chapters, space limita- 
tions, and likely reader interest precludes 
listing, much less reviewing, each. An in- 
experienced or poorly trained financial manager 
would undoubtedly find most of the book to be 
useful, as most of the chapters are written at 
a rather elementary level. But the truly ex- 
perienced and well-trained financial manager, 
for whom the book is intended is likely to be 
disappointed by the depth of coverage. 

An experienced financia] manager or one 
with quantitative skills comparable to those 
possessed by the current, generation of ac- 
counting students is likely to find a standard 
cost accounting text to be more useful in its 
coverage of comparable material. However, 
a number of the chapters in this book do present 
considerably more detail on underlying me- 
chanics than found in most cost texts. 

Except for the detail mentioned above, most 
of the analytical chapters are relatively un- 
sophisticated, and the cost accounting chapters 
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are about at the level to be found in an intro- 
ductory managerial text. In a chapter on 
estimating cost functions, a numerical example 
of multiple regression is provided (with four 
observations). The parameter estimates show 
symptoms of multicolinearity (which is predict- 
able if the data are examined), but the symptom 
is not recogriized by the author and the results 
are clearly misinterpreted. In another chapter 
tangentially dealing with the same subject, an 
author claims the high-low method is the 
superior technique. One wonders how he would 
handle several independent variables. That 


same author is apparently confused by the 


computer' output from a statistical package, 
claiming that it is different than, though similar 
to, a least-squares regression. In fairness, all 
of the analytical and procedural chapters, 
particularly the one on risk in capital expendi- 
' ture analysis, do not share these shortcomings. 

The broader, more philosophical chapters 
are, on the whole, somewhat superficial. Norma- 
tive statements with no supporting evidence are 
frequently encountered, and reliance on anec- 
dotal evidence is more prevalent than systematic 
empirical evidence. 

In summary, this book might well be an 
excellent reference for a poorly trained and 
inexperienced financial manager. For its in- 
tended audience, it would be a much less useful 
reference. For academicians, it is of little interest 
except to provide a glimpse of what some prac- 
titioners regard as the current state of the art. 

Curis LUNESKI 
Associate Professor of Accounting 
University of Oregon 


Emerson О. Henke, Introduction to 
Nonprofit Organization Accounting, 
Third Edition (Boston: Kent Publishing 
Company, 1980, рр. xii, 500, $16.95). 


In recognition of the growth in the nonprofit 
segment of the accounting curriculum, the 
author has offered a major revision of his text. 
However, the use of the word “revision” in this 
context might be questionable, for there are 
many differences and few similarities between 
this and the previous editions. The book is 
attractively hardbound and typeset (rather 
than typewritten), has nine more chapters 
with proportionately more problem material, 
and has more than double the page total. While 
the second edition was designed for use as part 


of the material for an intermediate or advanced · 


! 
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class, this edition is suitable for a one quarter/ 
semester class in the not-for-profit area. 

But the most interesting attribute of this new 
edition is its conceptual approach. Although 
this adjectival label “conceptual” has-been used 
as a standard marketing device for some time 
with financial texts, here the application is 
justified. Henke's work as adviser to the Anthony 
study for the FASB is reflected in his orientation 
throughout this edition. 

The first of four parts of this book begins with 
a contrast of the activities of profit and non- 
profit-oriented organizations, particularly as 
related to the generation and use of financial 
data. Attention is given to the qualitative factors 
of APB Statement No. 4, Basic Concepts and 
Accounting Principles Underlying Financial 
Statements of Business Enterprises (AICPA, 
1970) and more traditional accounting assump- 


© tions. The author develops a conceptual model 


of the accounting for a nonprofit entity with 
minimal emphasis on the recording procedures. 
The focus of the second part is upon the 
accounting practices followed by governmental 
units. Henke begins by succinctly categorizing 
and describing the three types of funds (source 
and disposition, ; self-sustaining, hybrid) and 


' the account groups established by governmental 


units. Having established this foundation, he 
explains the budgetary process and how it relates 
to those various types of funds for planning 
and control purposes. The next four chapters 
describe the accounting process for those funds 
and account groups. As in previous editions, 
the author presents the generalities in a most 
understandable manner without developing 
the profusion of minutiae associated with some 
governmental accounting texts. 

The accounting for other types of nonprofit 
entities is treated in the third part. One chapter 
is devoted to each of colleges and universities, 
hospitals, and other nonprofit organizations 
(consisting of health and welfare agencies and 
churches). The treatment of each of these types 
of organizations is extremely logical. First, 
the author briefly describes the unique operating 
characteristics; then he summarizes the more 
important applicable accounting principles 
and relates these to the recording of typical 
transactions. For each of these types of organi- 
zations, Henke draws upon the applicable 
AICPA industry audit guide and highlights 
recent changes in authoritative promulgations. 
Model financial statements draw the presenta- 
tion together. 

The fourth part is composed of three chapters 
also. Here students are shown how to use 
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effectively the accounting data of nonprofit 
organizations, both externally and internally. 


In Chapter 14, the general procedures to be 


followed in the external analysis of the opera- 
tions of each type of organization are reviewed, 
and specific factors to be used in both static 
and dynamic comparisons are cited. The fol- 
lowing chapter discussed the internal use of 
accounting information on a broad basis rather 
than relating it to any particular organization 
type. Specific aspects of the management 
control program discussed are effective budget 
procedures, measurement of input-output 
relationships, ‘financial reporting developed 
along authority-responsibility lines, and cost 
allocation procedures for appropriate pricing 
of services. The final chapter deals with the 
need for operational-accountability financial 
reports and makes a strong case for full accrual 
accounting, including recognition of depre- 
ciation. 

Presumably, those using this book will have 
the equivalent of introductory college level 
accounting. The author wisely makes no con- 
cession to those who do not have such a back- 
ground. But users who have greater depth in 
accounting will find that the beginning chapter 
may be read on a cursory basis. Approximately 
one-half of the page total is devoted to text 
and one-half to questions, exercises, and prob- 
lems. Since there is an average of only five 
problems per chapter, the text may not provide 
adequate assignments if used repetitively. The 
problems are of varying length and degree of 
difficulty, with over half of the 86 problems 
being drawn from the CPA exam. Exercises 
average eight per chapter, A 210-page solutions 
manual is available, 

Certain important subjects such as retirement 
funds and interest penalties on taxes are not 
covered, Also, some areas which pose difficult 
problems, such as the capital projects fund and 
the debt service fund, receive less than adequate 
treatment. A glossary would have aided sig- 
nificantly in the digestion of terminology peculiar 
to governmental accounting. Perhaps such an 
addition was overlooked in the expansion of 
the text, for such glossaries have been a useful 
part of most texts for several years. 

One minor annoyance is the author's use 
of the word “amortization” when he refers to 
depreciating fixed assets (p. 61)..No examples 
from actual financial statements are provided, 
but instead model financial statements are 
presented throughout the text. This seeming 
detrimental lack of practical examples does 
keep the book oriented to a conceptual ap- 
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proach, and offers the instructor the oppor- 
tunity to supplement lectures with actual 
examples, 
In conclusion, the third edition is essentially 

a new text. Although significantly expanded, 
it is still manageable. Considering the changes 
which have taken place in this field, it is properly 
based on a conceptual approach. Some. will miss 
the detailed coverage, procedures, and journal 
entries so familiar in some other texts. Others 
will appreciate Henke’s attempt to look forward 
and to probe into the rationale while still ade- 
quately presenting current methodology. 

David R. L. GABHART 

Assistant Professor of Accounting 
Michigan State University 


REGINA HERZLINGER and NANCY M. KANE, 
A Managerial Analysis of Federal Income 
Redistribution Mechanisms: The Govern- 
ment as Factory, Insurance Company, 
and Bank (Cambridge, Massachusetts: 
Ballinger Publishing Company, 1979, 
pp. xvi, 183, $18.50). - 


This book describes, delineates, and assesses 
the role and effectiveness of the four different 
mechanisms used by the Federal government 
to redistribute funds from the Federal level : 
to the ultimate recipients. The authors have 
a sufficient background to make such assess- 
ments, since the lead author served as assistant 
secretary of the Office of Human Services, 
an agency responsible for all public and mental 
health, welfare, and correctional services in 
the Commonwealth of Massachusetts. 

The dichotomization of our redistribution 
mechanisms into categories which parallel 
business systems provides the basic framework 
for the discussion. А separate treatment of four 
different redistribution systems is provided, with 
extensive case studies given.in the appendix, 
along with a bibliography of related materials. 
The four mechanisms are: 


1. The insurance company approach, wherein 
the Federal government insures against loss 
the private sector providers of a product or 
service. Examples of this type of mech- 
anism are FHA insurance for low-income 
housing and guaranteed student loan pro- 
grams. 

2. The commercial bank approach, wherein 
the Federal government provides direct 
grants or loans to private sector producers 


700 


of goods or services. Examples are rent sup- 
plement payments to landlords of low in- 
come families and on-the-job training pay- 
ments to employers. 

3. The factory mechanism, wherein the 
Federal government is the actual producer 
of goods and services. Examples are public 

` housing programs and veterans’ hospitals. 

4. The savings bank approach, wherein cash 
payments are made directly to the ultimate 
beneficiary. Examples are Medicaid re- 
cipients and individuals participating in the 


G.I. Bill or other direct payment welfare ' 


programs. 


The discussion in the book provides, for 
each of the four mechanisms: (a) a description 
of the basic methodology, (b) an analysis of its 
efficiency, (c) an assessment of its effectiveness, 
(d) a discussion of its feasibility, and (e) a sum- 
mary of the major programs existing within 
each category. Inflationary impacts, fraudulent 
practices, cost-benefit relationships, and future 
implications are also discussed. 

The cases exemplifying the four redistribution 
mechanisms have been used as a basis for class 
discussion by the authors, and an instructor's 
manual is available. The book should be of 
interest to those accounting educators or prac- 
titioners who are interested in the not-for-profit 
area, those who are affiliated with a govern- 
mental agency, or those who have a personal 
interest in the strengths or weaknesses of our 
national wealth redistribution system. It could 
be used effectively as supplemental material 
in courses which include coverage of the ad- 
ministration of social programs or the effective- 
ness and efficiency of social policy. 

ROBERT E. SEILER 
Professor of Accounting 
The University of Houston 


LYMAN А. Кен, Accounting: A Manage- 
ment Perspective (Englewood Cliffs, 
N.J.: Prentice-Hall, Inc., 1980, pp. xiii, 
434, $17.95). 


This text is designed to present an overview 
of accounting for the prospective operating 
manager. The author observes in the preface 
that "significant differences" exist with respect 
to the understanding of accounting required 
by accountants and managers. Two themes 
responsive to these differences run throughout 
the text: how the accounting system serves 
the manager, and how it fails to provide some 
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needed information. The text differs from other 
introductory managerial accounting texts in 
terms of perspective, depth, and emphasis 
on limitations. 

The text is composed of five modules of 
unequal length. The modules cover topics 
typically treated in introductory managerial 
accounting texts as well as financial statements 
and their analysis. Each chapter begins with 
an overview stating the purpose of the chapter 
and a group of five interesting questions for 
consideration. The chapters end with a sum- 
mary, list of key terms, review questions, and 
problems. A glossary is provided. 

The authors writing style is simple and 
direct. Familiar "real world" examples are 
cited throughout most of the text where ap- 
propriate. As the author suggests, this com- 


-bination serves to make the text palatable for 


nonaccounting majors. The problem material 
tends to be straight-forward and generally 
brief. The amount of problem material varies 
among chapters, ranging from as few as five 
problems for the chapter on organization, con- 
trol, and responsibility accounting to 20 prob- 
lems in the chapter on cost-volume-profit rela- 
tionships. 

The objective of presenting an overview of 
accounting from the operating manager's per- 
spective is achieved in terms of the total cover- 
age of the text. The author has successfully 
avoided providing depth and breadth in his 
discussions of individual topics. For example, 
inventory valuation methods are discussed three 
times in the text using a total of only four pages. 
The use of FIFO or LIFO is contrasted with 
respect to balance sheet valuations in Chapter 
2 and with respect to income determination 
in Chapter 15. An inventory costing example 
using FIFO, LIFO, and average cost is presented 
in Chapter 9. The effect of this type of treat- 
ment is to focus on.the ultimate result while 
incorporating the accounting technique by 
reference only. 

The module on product costing, which 
represents about a quarter of the work, tends 
to be weighted more heavily toward procedural 
aspects of accounting than is the remainder 
of the text. Emphasis is placed on absorption 
costing and the-allocation of costs. The author 
observes (p. 241) that two sets of costing records 
must be maintained by firms using variable 
costing. 

This text would be appropriate for use fol- 
lowing a semester of financial accounting in 
a general business curriculum and is sufficiently 
short that it could be treated in a single quarter. 
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It would also be appropriate as a core text for 
an introductory MBA course, leaving ample 
opportunity for the instructor to supplement 
the text with readings or cases. Due to the 
"incorporation of much material by reference 
and the emphasis on understanding accounting 
data, the text might be best utilized by an ex- 
perienced instructor. 

Joun A. CASPARI 

Assistant Professor of Accounting 
University of Nebraska—Lincoln 


CHARLES А, NICKERSON and JAMES F. 
Nasutt, Taxes & You (New. York/ 
Princeton: Petrocelli Books, Inc., 1978, 
pp. viii, 344, $17.50). 


The “you” in Taxes & You conveys an in- 
formality, an apparent attempt for a personal 
level between experts and a lay audience. If 
such was the intent, the authors have been suc- 
cessful in their effort. 

In the Preface, the authors assert that the 
book is not a manual for the preparation of tax 
returns. Their stated purpose is to present fun- 
damental concepts of federal taxation. Yet they 


intend to remove much of the mystery of taxation ` 


while retaining "sufficient depth to permit most 
taxpayers to prepare their own income tax 
returns with no additional aid other than the 
Internal Revenue Service instructions." How 
have the authors sought to achieve this seemingly 
delicate balance between the conceptual and 
the practical? How successful have they been? 
Where would such a book fit.in an accounting 
curriculum? | 

The practical aspects are emphasized through 
the extensive use of federal income tax forms. 
The practical is balanced by the judicious blend 
of the forms with discussion of tax concepts. 
The practical receives some special emphasis 
in the sixth chapter in which procedural rules 
(including filing requirements, audits, and 


appeals) are presented. This emphasis is some- _ 


what balanced by a discussion of important 
national tax policy issues in the last chapter. 
Although this text does not cover evéry facet 
of individual taxation, it does present a com- 
prehensive list of subjects. Nickerson and Nasuti 
have done a commendable job in achieving 
their purpose. 

‘The text contains sufficient material for a 
one-semester course. The ideal course for 
this text would be one for which there are few, 
if any, prerequisite courses. There is a balance 
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between the conceptual and practical, but 
there is not sufficient depth of topics presented 
to permit its users to take advanced tax courses 
in the typical accounting curriculum. Inadequate 
for a foundation or core accounting course, 
this text is well-suited for a survey course for 
nonaccounting majors. 

FRANK E. WATKINS, JR. 

Associate Professor 
University of Tennessee —Knoxville 


WILLIAM W. PYLE and Kermit D. Larson, 
Financial Accounting (Homewood, 
Illinois: Richard D. Irwin, Inc., 1980, 
pp. xiv, 610, $17.50). 


This text is designed for use in a one-semester 
college or university level undergraduate in- 
troductory: financial accounting course. The 
text is based on the Eighth Edition of Fun- 
damental Accounting Principles (FAP) authored 
by Pyle, White, and Larson, published in 1978. 
Some chapters, such as the chapter on recording 
transactions, remain virtually unchanged in its 
textual material. Other chapters have been more 
affected in the updating of the original book, 
such as “Accounting for Price Level Changes” 
being affected by the new requirements of the 
FASB Statement No. 33. 

The present text roughly approximates the 
first 20 chapters of FAP. However, substantial 
changes have occurred. For instance, the 
chapters entitled “Accounting Systems,” “Pay- 
roll,” “The Organization in Operation of Cor- 
porations,” and “Stock Investments, Inter- 
corporate Investments, and Consolidations” 
have been merged into other. chapters. Two 
chapters on plant and equipment have been 
reduced to one chapter in the new text, and 
one chapter in the original text entitled "Current 
and Long-term Liabilities" has been divided 
into two chapters entitled "Current and Long- 
term Liabilities” and "Mortgages and Bonds 
Payable." 

Each of the 16 chapters begins with a list 
of learning objectives. In other words, the 
readers are told, on an item-by-item basis, what 
they should be able to accomplish after studying 
that particular chapter.. Each chapter contains 
a description of recording procedures (which 
are highlighted on a prominent green back- 
ground) and a discussion of the conceptual 
issues. After every chapter, there is a glossary, 
questions, exercises, and problems of varied 
length and difficulty. 
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The first three chapters emphasize single 
proprietorships. These early chapters illustrate 
transactions, adjusting entries, the preparation 
of financial statements through a work sheet 
approach, and closing entries. The next eight 
chapters, based on balance sheet classifications, 
include the recording and classification of 
transactions, conceptual discussions which are 
referenced to FASB Statements, SEC Releases, 
and other authoritative. pronouncements, and 
proper financial statement presentation. Al- 
though internal control is mentioned within 
the separate balance sheet chapters, the primary 
emphasis on internal control is discussed in 
"Accounting for Cash and Marketable Securi- 
ties." The last three chapters are devoted to 
the statement of changes in financial position, 
analyzing financial statements, and accounting 
for price level changes. 

Although the text emphasizes journal entry 
illustrations, conceptual discussions and the 
chapter devoted to analyzing financial state- 
ments provide some attention to using financial 
statements. | 

The text is another well-illustrated, well- 
organized introductory financial accounting 
text; it is accompanied by an alternate set of 
problems, working papers, study guide, practice 
set; check figures, solutions manual, booklet 
of examination materials, and transparencies. 

ARCHIE FAIRCLOTH 
Associate Professor of Accounting 
University of Louisville 


MICHAEL RENSHALL, RICHARD ALLAN 
and Kerru NICHOLSON, Added Value 
in External Financial Reporting: A Study 
of Its Aims and Uses in the Context of 
General Purpose Financial Reports 
(London: The Institute of Chartered 
Accountants in England and Wales, 1979, 
pp. vi, 116). 


This monograph was commissioned as part 
of the Institute’s support for certain recom- 
mendations of a working party of the Accounting 
Standards Committee. In The Corporate Report, 
the, working party recommended that company 
reports include "a statement of value added, 
showing how the benefits of the efforts of an 
enterprise are shared between employees, 
providers of capital, the state and reinvest- 
ment. . . ." The authors call this a "statement 
of distribution of added value," a form of "social 
accounting" to which the monograph gives 
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little attention. More prominent are discussions 
of (1) how to calculate "added value," (2) 
whether there should be a formal requirement 
for its disclosure, and (3) alternative forms of 
disclosure. 

"Added value" is initially defined as "the 
difference between the gross revenue received 
by a business from the sale of its products or 
services and the amount paid out by it for the 
purchase of raw materials and for services 
rendered by outside suppliers." Although this 
seems to be a type of cash flow that excludes 
purchases of fixed assets, it is something else. . 
"Added value" is also defined as "net output 
at selling price after eliminating the intermediate 
goods and services purchased from other 
producers and consumed or processed in the 
course of production." This seems to be an ac- 
crual concept akin to operating profit, but note 
that there is no deduction for salaries, wages, or 
fringe benefits. The definition used most fre- 
quently by the authors is operating profit plus 
employment costs, exclusive of "non-production- 
related items." Among the latter items excluded 
are interest, bad debts, and foreign exchange 
fluctuations affecting export sales. 

A major conclusion of the authors is that 
added value information is relevant and reliable 
(pp. 38, 77). This conclusion is not supported 
by empirical evidence, however, nor are the 
authors’ views always consistent with respect 


Чо these points. It is asserted that added value 


is relevant because of "its evident ready com- 
prehensibility," based on the opinions of one 
industrialist and one employee profit sharing 
committee that added value "is readily accepted" 
by employees and “is likely to be more attractive 
to employees than the somewhat ambiguous 
profit concept." The authors also state that 
an empirical investigation of understandability 
is "outside the scope of the present work" (p. 25). 
Their argument on "reliability" (objectivity?) 
is that, since "added value should be derived 
as nearly as possible from financial information 
based on commonly used accounting conven- 
tions it follows that its fundamental reliability will 
be at least equal to that pertaining to conven- 
tional profit and loss financial statements" (p. 
23). But they weaken their own argument by 
noting "more significant divergences in practice 
relating to the calculation of added value than 
there are relating to profit" (p. 38). | 
Although their conclusions on relevance and 
reliability are questionable, the authors may 
have a valid argument for "fineness." (See 
Blackwell’s Theorem.) They state that there 
is a "large unexplained gap between disclosed 
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sales and operating profit" because British 
statutes do not require disclosure of "cost of 
sales and selling and administrative expenses." 
Tn the absence of such data, the authors assert 
that the disclosure of added value would provide 
a greater measure of "completeness." They 
also note that the gap could be remedied by 
disclosing cost of sales and other expense data, 
but they do not investigate the relative merits 
of these two alternatives. 

After concluding that there should be a formal 
‘requirement for reporting added value, the 
remaining two-thirds of the monograph dis- 
cusses alternative calculations and alternative 

` disclosure formats. An appendix shows a wide 
variety of formats used for voluntary disclosures 
of added value by British companies. These 
different formats indicate significantly different 
perceptions of what should be included and 
excluded in calculating “added value” (or “value 
added"). The questionable items include éxcise 
taxes, investment income, foreign exchange 
translations, extraordinary items, and deprecia- 
tion. The authors prefer “net added value,” 
from which depreciation has been deducted, 
and also state their preferences on other ques- 
tionable items. 

In view of these divergent interpretations 
of "added valüe" in practice, it is surprising 
that the authors talk of the "evident ready 
comprehensibility" of the reported numbers. 
While employees and others who are "financially 
uninstructed" may think they understand the 
numbers, the appendix indicates a lack of 
understanding on the part of companies who 
report such numbers. 

As can be surmised from the above, the topic 

. of this monograph will not be of general interest 
to readers in the United States. We do not have 
the same data gap in financial reporting that 

` “added value" is recommended to fill. For U.S. 
readers, this monograph would be more ap- 
plicable to those whose interests include "value- 
added tax." $ 

ROBERT F. SHARP 
Assistant Professor of Accountancy 
University of Illinois at Urbana-Champaign 


HENRY SELLIN, Editor, Attorney's Hand- 
book of Accounting, Third Edition (New 
York: Matthew Bender, 1979, pp. lii, 900, 
$60.00). 


Organizing this book was a very special under- 
taking. The endeavor requires not only a 


703 


thorough knowledge of the issues in the world 
of accounting, but also requires a clear under- 
standing of what an attorney may eventually. 
need to know about various accounting issues, 
as well as a knowledge of the language 'of the 
attorney to assure the proper communication 
of the issues. Although the editor is an attorney, 


all but one of the 20 chapters were written by | - 


CPAs without apparent collaboration with an 
attorney. Herein lies both the strength and 
weakness of the book. 

As a broad survey of accounting, the Hand- 
book would certainly find. itself extremely 
useful on the shelf of most CPA offices. The 
comprehensive text provides good definitional 
coverage of numerous topics in which ac- 
countants are immersed daily. Illustrations, 
charts, examples, and copies of workpapers 
are utilized extensively in virtually every chapter. 

The Handbook.provides the attorney with 
an extensive overview of how accountants handle 
a multitude of issues facing many different 
economic entities, including various business 
organizations, nonprofit organizations, estates 
and trusts, pension and profit sharing plans, 
regulatory agencies, manufacturing and mer- 
chandising operations, and much more. The 
text, for the most part, is easy to read and 
comprehend. . 

The legal profession is largely composed of 
general practitioners, many of whom have had 
litle or no formal accounting or business ed- 
ucation or background, who desire guidance 
through accounting principles and practices. 
Although this text does provide definitional 
guidance, this book would not be of further 
significant utility to either the general prac- 
titioner or the specialist. 

The Handbook is written more in language 
for the accountant rather than for the attorney. 
Attorneys wishing to acquaint themselves with, 
or more fully comprehend, certain accounting 
issues or problems will seek out reference to 
the-authoritative pronouncements by the APB, 
the FASB, the SEC, and the IRS, yet the text 
is short on specific references to these sources. 
Several chapters, such as the one on real estate 
businesses, deal with matters about which many 
attorneys are extremely familiar, yet the text 
treats the subject in a manner which most 
attorneys would find most unfamiliar. - 

Like all technical disciplines, many accounting 
issues are simply not easily understood. The 
Handbook occasionally treats subjects which . 
most attorneys have little need to. understand 
thoroughly, such as the mechanics of book- 
keeping, rather extensively, but then offers a 
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single paragraph of explanation with inadequate 
examples on basic issues, such as consolidated 
statements or extraordinary items, which the 
attorney may need to understand conceptually. 
Any attorney without other accounting training 
could not understand the explanation of con- 
solidated financial statements. The coverage 
of income tax allocation, which does not dis- 
tinguish interperiod allocation from intraperiod 
allocation, illustrates a gain on a sale of a factory 


building as an example of an extraordinary. 


item, a position few accountants would support. 
Although the Handbook examines the audit 
opinion, it fails to consider SSARS No. 1. 

This third edition contains three new chapters 
on real estate transactions, professional cor- 
porations, and nonprofit corporations, covering 
the latter two quite well. However, two rather 
important omissions prevent the text from being 
complete. For the most part, the Handbook 
ignores the computer, the most critical tool 
in virtually any information system. Hand-kept 
journals and ledgers are quickly disappearing. 
A technological change of this magnitude should 
be recognized and introduced. Also, the current 
scope of the CPA's duties and the extent of 
his/her potential liability as an auditor, and 
management should be included in a text for 
attorneys. Like all professionals, CPAs are 
increasingly beiug subjected to litigation over 
their work. 

Due to the ever-increasing regulations being 
: imposed by governmental agencies and others, 
the growing complexity of the economic world, 
and the maturation of both accountants and 
Snore: this text will have a broad appeal. 

Davip B. Post 
Instructor 
University of North Carolina at Charlotte. 


KIRKLAND А. WiLcox and ЈоѕЕРН G. SAN 
MIGUEL, Introduction to Financial Ac- 
counting (New York: Harper and Row, 
Publishers, 1980, pp. vii, 758). 


The text includes complete coverage of the 


financial accounting topics normally covered 
in an introductory course; however, the em- 
phasis is on accounting concepts, accounting 
policy, and the interpretation and use of ac- 
counting information supplied to external users. 


The mechanics of the accounting process are: 


adequately covered, but not to the extent that 
the user focuses on the mechanics. An optional 
chapter is provided on specialized journals, 
subsidiary ledgers, and payroll accounting. 
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The book is written in a clear and concise 
style; the illustrations are well-designed and 
easy to follow. Each chapter includes a good 
selection of questions, exercises, and problems 
which are coordinated with the chapter; selected 
chapters also include discussion cases, In 
general, the problems require an understanding 
of accounting concepts as well as some degree 
of proficiency in processing accounting in- 
formation. 

Each chapter begins with a list of learning 
objectives so that the reader is made aware 
of what he/she is expected to derive from the 
chapter. A list of terms introduced with refer- 
ences to the pages where they are discussed 
is provided at the end of each chapter; a glossary 
of accounting terms with chapter references 
is also provided at the end of the text. To aid 
in solving problems, the book includes a check- 
list of key figures. In addition, actual financial 
statements of three publicly held corporations 
are included which serve to illustrate accounting 
concepts and reporting requirements. 

Several features of the text differentiate 
it from the typical introductory text designed 
to be covered in one semester. Chapters on the 
accounting cycle include two continuing prob- 
lems in addition to the usual exercises and 
problems related to the specific chapters; the 
continuing problems provide the student with 
the experience of going through the entire 
accounting cycle. There is an appendix to the 
revenue matching chapter which covers com- 
pleted-contract, percentage-of-completion, the 
installment basis, and the production basis of 
revenue recognition. 

Although all of the topics under current 
assets are covered thoroughly, the treatment 
of marketable equity securities is more exhaus- 
tive than one normally finds in a basic text. 
Both long-term investments and long-term 
liabilities are covered in one chapter, which is 
probably a more efficient way of covering these 
areas than the separate treatment given them 
in most texts. The accounting for bond pre- 
miums and discounts is limited to the straight- 
line amortization method. The time value of 
money concept is covered along with the 
éffective interest method of accounting for . 
bond premiums and discounts. 

.Liabilities, including leases, pensions, and 
income tax allocation, are discussed to develop 
a better understanding of financial statements. 
The problems on these topics are relatively 
simple. 

The statement of changes in financial position 
is presented on both the каша capital and 
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the cash basis. This is followed by a chapter 
on financial evaluation of a business enter- 
prise. which includes a discussion of the types 
of opinions given in auditors reports as well 
as ratio analysis. 

The purchase and pooling of interests methods 
are illustrated and compared. Consolidations 
are illustrated at both the date of acquisition 
and after a period cf operations. However, the 
illustrations are not complicated by inter- 
company profits. Inflation and how it affects 
. the usefulness of conventional financial state- 
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ments is discussed їп a good capstone chapter. 
Both general price-level adjustments and 
current replacement cost adjustments are 
illustrated. 

This text, which includes a good combination 
of topics judiciously covered in a flexible 
format, is suitable for an introductory financial 
accounting course for both nonaccounting 
majors and accounting majors. 

HERBERT S. CASSEL . 
Professor of Accounting 
Shippensburg State College 


Professional Firm Publications 
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JAMES H. ScHEINER, University of Tennessee-Knoxville 


This series is designed to highlight accounting firms' publications which may be of interest 
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to academics. In recent years, the largest public accounting firms have increased the quantity 
and quality of their accounting publications. Single copies are usually available upon request 
from the nearest office. This issue includes brief reviews of recurring firm publications by the 
eight largest firms to provide timely information on accounting matters. 


The Expanded Role of the Accountant Under 
the 1978 Bankruptcy Code, by Homer A. 
Bonhiver, published by Deloitte Haskins 

» & Sells (1980), discusses the bankruptcy pro- 
cess and the parties involved, including 
professional accountants. Separate chapters 
consider the bankruptcy process, including 
pre-bankruptcy considerations, commence- 
ment of proceedings, reorganizations, liqui- 
dations, and development of maximum 
recovery and payments to claimants. Sixteen 
appendices provide sample forms, excerpts 
from the act, and other relevant information. 
A glossary is also provided. (110 pages) 


Financial Disclosure Practices of the American 
Cities IIl—Managing Pension Costs, by 
Ronald M. Steinberg and Jeffrey E. Smith, 
published by Coopers & Lybrand (1979), 
examines an area which the authors believe 
needs substantial improvement in accounting 
and financial disclosures. The first chapter 
‘contains an introduction, summary of findings, 
and recommendations. The second chapter 
discusses current funding, accounting, and 
financial disclosure practices in businesses 
and governments. The next two chapters 


examine factors contributing to current 
practices and recent developments in the 
pension area. The final chapter presents a 
six-point plan for government officials to 
handle pension problems. (39 pages) 


Inflation Accounting, published by Ernst & 
Whinney (1979), is designed as a "reference 
document for implementation" of SFAS 
No. 33. An early section provides sample 
disclosures which are later used as a basis 

` for examples to illustrate the calculation of 
constant dollar and current cost measure- 
ments. Another section provides explanations 
of the disclosures designed to be used by 
management. Їп several sections, specific 
differences between ASR 190 and SFAS: 
No. 33 are considered. Specialized industries 
and foreign operations are also considered. 
Supplements for insurance companies and 
banks are available to aid with their respective 

"special compliance problems." (164 pages; 
Bank Supplement, 38 pages; Insurance Com- 
pany Supplement, 38 pages) 


Management's Evaluation of Internal Ac- 


counting Control: Preparation for Public 
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Reporting, published by Main Hurdman & 
Cranstoun, presents a plan for. evaluating 
and monitoring internal accounting controls. 
The approach is based upon five transaction 
cycles—revenues, expenditures, production, 
financing, and external financial reporting. 
Sample questionnaires are presented as aids 
in reviewing the system to determine ap- 
propriate objectives, to identify specific 
control procedures to meet the objectives 
and to determine the existence of adequate 
segregation of duties. Other chapters discuss 
the preliminary assessment, testing the system, 
evaluating the data gathered and documen- 
tation. Two appendices discuss the control 
environment and basic characteristics of 
control system. (40 pages) 


Pension Accounting—The Problem of Equating 
Payments Tomorrow with Expenses Today, 
by Ross M. Skinner, published by Clarkson 
Gordon (1980), examines accounting measure- 
ment and disclosure issues for pensions. Four 
basic elements of pension expense—the 
liability discount. factor, the compensation 
element, pension fund investment returns, 
and underwriting gains and losses—are used 
to analyze and recommend improvements. 
The study considers the impact of inflation 
on pension plans and pension accounting. 
Appendices provide a glossary, discussion 
of actuarial cost methods, and hypothetical 
illustrations on the impact of various pension 
alternatives. (115 pages) 


Worldwide Lodging Industry-—1979 Edition, 
published by Horwath & Horwath Inter- 
national and Laventhol & Horwath, presents 
detailed revenue and expense information by 
departments, regions, and subregions as well 
as hotel classifications. A chapter contains 
industry comments made primarily by resident 


partners, directors, or principals in various 


countries. (1979, 107 pages) 


Recurring firm publications by Big Eight 
firms designed to provide timely information 
on accounting matters are presented by title 
below. Information includes the frequency 
of issue, the average number of pages, and 
whether the paper is standard size (indicated 
by "S") or nonstandard size (indicated by "NS"), 
the topics covered, and any unusual features. 
Topics covered were determined by reference 
to stated policy or by an examination of recent 
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issues. Key words are used to describe the 
topics. The key phrase "financial reporting" 
includes accounting and auditing matters. "Tax" 
includes both corporate and individual tax 
matters. "Government" includes iederal and 
state matters other than accounting and tax 
issues. 


Accounting News Briefs, Arthur Andersen & 
Co., Monthly/Bi-Monthly, S-6 pages, Finan- 
cial Reporting/Taxes/Government/Manage- 
ment/"Status of Pending Matters"/other in- 
formation. 


Accounting Events & Trends, Price Waterhouse 
& Co., Every Six Weeks, NS- 8 pages, Financial 
Reporting/ "Watch For. . 


Executive Newsletter, Peat, Marwick, Mitchell 
& Co., Monthly/Bi-Monthly, S-4 pages, Finan- 
cial Reporting/Taxes/Management. 


Executive News Briefs, Arthur Andersen & Co., 
Monthly, S-6 pages, Financial Reporting/ 
Taxes/Government/Management/other infor- 
mation. 


Financial Reporting Briefs, Ernst & Whinney, 
Monthly, NS-14 pages, Financial Reporting. 


In Perspective—Current Accounting Develop- 
ments, Touche Ross & Co., periodically—six 
times a year, S-6 pages, Financial Reporting/ 
Taxes/Government/Management/other infor- 
mation. 


Newsletter, Coopers & Lybrand, Monthly/Bi- 
Monthly, S-8 pages, Financial Reporting/ 
Taxes/Government/Management/other infor- 
mation including supplements (special issues) 
devoted to particular topics. 


Tax Notes, Ernst & Whinney, Monthly, NS-12 
pages, Taxes. 


Arthur Young Views, Arthur Young & Com- 


pany, periodically 6-8 times a year, 8-6 pages, 
Financial Reporting/Taxes/Government/ 
- Management/other information. 


The Week in Review, Deloitte Haskins & Sells, 
Weekly, S-8 pages, Financial Reporting/Taxes 
/Management/Personal Business/other infor- 
mation. Index published twice a year. 


THE ACCOUNTING REVIEW 
Vol. LV, No. 4 
October 1980 


Journals for Accountants 
H. S. Hendrickson 


This special addendum to the Book Review 
section has been prepzred to encourage educators, 
practitioners, and all other students of accounting 
to broaden the scope and extend the list of journals 
that they regularly skim and/or scan. Thus, the 
selection will include both academic and the 
better professional (or practitioner) journals. It 
wil include.a sampling of those in specialized 
accounting and accounting-related areas, and will 
feature foreign ones that are available in English. 
Included are journais published by the major 
accounting firms and other organizations that are 
available free on request, many that are published 
by professional associations (some of which are 
available to individuals only if they are members), 
a few that are published by universities, and some 
that are published privately. 

Excluded (but mentioned in Professional Firm 
Publications) are weekly and monthly newsletters 
(such as The Week in Review published by Deloitte 
Haskins & Sells) that many educators and others 
find to be extremely useful sources of brief, timely 

' reports on a wide variety of current developments 
in accounting that often are not reported else- 
where until later, often much later. Also excluded 
are The Wall Street Journal and other periodicals 
such as Business Week and Fortune, since they 
already are widelv read and are regularly offered, 
often at special rates, by their enterprising pub- 
lishers. 
` The annual subscziption rates given are those 
announced for individuals in the United States 
and are in United States dollars (unless indicated 
otherwise). These usually are lower than those 
for firms and libraries, most of them appeared in 
issues of the respective journal for the latter part of 
1979, and are those announced for 1980 when 
such information was available, but should be 
viewed as approximations as a result of the many 
price and exchange rate changes. Potential sub- 
scribers also should investigate the reduced rates 
available for.two- and three-year subscriptions to 
many of the journals. 

Additional information of two types about each 
journal initially was planned for inclusion but later 
was omitted because it is readily available else- 
where. The first was editors' names and publish- 


. ers' addresses, both of which àre available in 


Ulrich's International Periodicals Directory; pub- 
lishers’ addresse$ are also in the Accountants’ 
Index. These sources are readily available in the 
reference area of most libraries. The second was 
information on preferred article^types and the 
process of article selection. This material has been 
omitted since the primary purpose here is to en- 
courage readership rather than authorship and 
since such information is available from other 
sources, such as the booklet issued periodically by 
Richard J. Vargo (The Author's Guide to Account- 
ing and Financial Reporting Publications, Revised 
Edition, The University of Texas at Arlington, 
1978). 

А number of descriptive/evaluative terms used 
in the journal résumés that follow are based on the 
reviewer's subjective judgment. Since the journals 
selected are considered to be the better-quality, 
more interesting one(s) in each category, the term 
"quality" will not be used. But two terms that 
are used frequently and may become more mean- 
ingful with the addition of explanatory definitions 
are "readable" and "scholarly." 

“Readable” is used to describe academic and 
research journals whose articles can be read and 
understood by persons whose education and 
training is approximately that of the professional 
accountant or auditor (who typically has a bacca- . 
laureate degree and is a Certified Public Accoun- 
tant or the equivalent). Accounting students at 
the senior and beginning graduate levels also 
would be included in this group. Journals de- 
Scribed as being "readable" tend to be more 
concerned with practical applications and less 
concerned with theoretical and abstract thought 
and the development and testing of quantitative 


H. S. Hendrickson is Professor of Ac- 
counting, Florida International University. 





The thoughtful suggestions as to journals to include 
and information to be provided that was given by Jacob 
О. Birnberg, University of Pittsburgh; Thomas J. Burns, 
The Ohio State University ; David Solomons, University 
of Pennsylvania; Richard J. Vargo, The University of 
Texas at Arlington; and Stephen A. Zeff, Rice Univer- 
sity, are gratefully acknowledged. 
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methods and models. Since professional journals 
are written to be read by members of their group 
or organization, the term "readable" will be used 
in their descriptions only with a qualifier such as 
"very" or "quite" to indicate those that are likely 
to be of interest and can be read and understood 
by accounting students at the sophomore ог 
junior levels. 

“Scholarly” is used to describe journals whose 
articles tend to have greater breadth or depth; to 
be more esoteric, theoretical, abstract, or critical; 
and/or to be more thoroughly researched and 
better documented. А necessary but not sufficient 
attribute for the scholarly designation would be 
extensive footnotes and bibliographies. 

Abacus (Australia) 

First issued: 1965. 

Issued: semiannually. 

Annual subscription rate: faculty, practitioner, 

student—Aus $12.50. 

Résumé: This academic journal of accounting 
and business studies published by Sydney 
University Press often is identified with К. J. 
Chambers, its first editor and current editorial 
consultant. It continues to publish scholarly, 
readable articles on a wide range of financial 
and managerial accounting and related top- 
ics. Applications of basic concepts and con- 
troversial issues often are featured; statistical 
methods, when used, typically are those that 
are better known and understood. 


_ Accountancy (UK) 

First issued: 1889. 

Issued: monthly. 

Annual subscription rate: faculty, practitioner 
—£14.40; student— £8.10. 

Résumé: This is one of two major journals pub- 
lished by the Institute of Chartered Accoun- 
tants in England and Wales. It is a profes- 
sional journal that contains numerous arti- 
cles, primarily in the financial accounting 
and auditing areas, that are written by ac- 
counting academicians, practitioners, and 

: Others. It has several feature departments 
that include book reviews, an editorial, and 
information for students. 


The Accountant (UK) 

First issued: 1874. 

Issued: weekly. 

Annual subscription rate: faculty, practitioner, 
student—£18.50. 

Résumé: This journal is published by Gee & Co. 
(Publishers) Ltd. and contains a variety of 
very readable news items, short articles, book 
reviews, and news items for students. 


The Accounting Review, October 1980 


The Accountants Digest 

: First issued: 1935. 

Issued: quarterly. 

Annual subscription rate: faculty, practitioner 
—$15; student—$10.50. 

Résumé: For several years, this professional 
journal has been edited by a university pro- 
fessor and published by his publishing com- 
pany. It presents reprints and condensations 
of selected articles, many of which were 
published in foreign journals or accounting - 
firm publications; synopses of official ac- 
counting and auditing pronouncements and, 
of selected articles and publications; book 
reviews; and special features prepared for the 
journal. The emphasis is upon financial ac- 
counting and auditing, but each issue typically 
has one or more pieces each in managerial 
accounting, data processing, and other areas. 


The Accountants’ Journal (NZ) 
First issued: 1922. 
Issued: monthly. 
Annual subscription rate: faculty, practitioner, 
student—NZ $18. ' : 

ғ Résumé: This professional journal is published 
` by the New Zealand Society of Accountants. 
lts emphasis is upon accounting, auditing, 
and íax problems of New Zealand, but each 
issue contains a number of articles and fea- 
tures that relate to international and/or basic, 
universal issues. This journal would be of 
greatest interest to accountants in the finan- 
cial, international accounting, and auditing 
areas. 


The Accountant’s Magazine (Scotland) 
: First issued: 1897. 

Issued: monthly. - 

Annual subscription rate: faculty, practitioner 
—£7.50; student—£3.75. 

Résumé: This professional journal is published 
by the Institute of Chartered Accountants of 
Scotland. It contains a number of articles, 
primarily in the areas of financial accounting 
and auditing most of which are written by 
practitioners, and several interesting depart- 
ments including books received, book re- 
views, “among the company accounts," and 
“window on the world.” 


Accounting and Business Research (UK) 
First issued: 1970. 
Issued: quarterly 
Annual subscription rate: faculty, practitioner 
. —£15; student—£7.50. 


Hendrickson 


Résumé: This is the research journal of the 
Institute of Chartered Accountants in En- 
gland and Wales. Many of its readable articles 
are based on library research, while others 
containing empirical data and mathematical 
models typically use the better known, less 
esoteric quantitative methods. Most articles 
are written by academicians, many of them in 

- the United States. The book review section is 
international in scope and quite well done. 


Accounting and Finance 
(formerly Accounting мел) 

Firstissued: 1960.  - 

Issued: semiannually. ‘ 

Annual subscription rate: faculty, practitioner, 
student—Aus $10. 

Résumé: This academic journal i is published by 
the Accounting Association of Australia and 
New Zealand, an organization that in those 
countries is a counterpart of the American 
Accounting Association. It first appeared 
under the new title in 1979 and promises to be 
broader in scope than its predecessor. 


The Accounting Forum 
First issued: 1930. 
` Issued: semiannually. 


Annual subscription rate: faculty, practitioner, 


student—$10. 

Résumé: This professional journal is edited and 
published by the undergraduate students 
(under the supervision. of the accounting 
faculty) of Baruch College of the City Uni- 
versity of New York. For several years, each 
issue has been devoted to a single theme, 
and its very readable articles, typically, have 
been solicited from leading academicians and 
practitioners. Recent themes have. been the 

. Report of the Commission on Auditors' 
Responsibilities (the Cohen Commission), 
Current Value Accounting, The Metcalf 
Report, Foreign Currency Accounting, Ob- 
jectives of Accounting Education, Inter- 
national Accounting Standards,.and Human 
Resource Accounting. ` 


The Accounting Historians Journal : 

First issued: 1974. 

Issued: semiannually. 

Annual subscription rate: faculty, practitioner, 
student: member of the Academy of Account- 
ing Historians—$6; nonmember— $7.50. 

Résumé: This academic journal is published by 
the Academy of Accounting Historians and, 
as the name implies, is devoted to the history 
of accounting. Each issue contains readable 
articles and a number of special features 
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including "historical nuggets," book reviews, 
and abstracts of recent doctoral dissertations. 


The Accounting Journal 

-First issued: 1977. 

Issued: to date, publistied once in each of 1977 
and 1978. 

Annual subscription rate: faculty, practitioner 
—$7; student—$5; (distributed to those pay- 
ing the registration fee at the Spring meeting 
of the Northeast Regional Group of the 
American Accounting Association). 

Résumé: This academic journal is published by 
Бу the Northeast Regional Group of the 
American Accounting Association. It pre- 


sents materials in a wide variety of accounting. . 


related topics. Early issues have contained '- 
readable articles in the areas of financial: and' 
managerial accounting, accounting ‘history, 
and auditing. Special features have-included 
book reviews, proceedings (from-the: North- 
east Regional Meetings), and cörrespondeno z 
and comments. 


Accounting, Organizations and Society (UK) ~ 

First issued: 1976. 

Issued: three or four times yearly. 

Annual subscription rate: faculty, practitioner, 
student—$25 for personal copies to person 
whose institution has a library subscription, 
the rate for which is $75. : 

Résumé: This scholarly, academic, international 
journal published by Pergamon Press is de- 
voted to the behavioral, organizational, and 
social aspects of accounting. Its articles are 
highly theoretical, often quantitative, esoteric, 
and at or near the frontier in applying inter- 
disciplinary research to accounting. It also has 
an innovative “‘biblioscene” section in which 
the editor plans to include, in addition to 
reviews of accounting books: (1) reviews of 
books or series of related papers that are not 
within the traditional boundaries of account- 
ing, but of interest to readers; (2) reviews of 
accounting articles that are not available in 
English; and (3) bibliographies of the litera- 
ture in significant areas of research and de- 
velopment. 

The Accounting Review* 

First issued: 1926. 

Issued: quarterly. 

Annual subscription rate: available with mem- 
bership in the American Accounting Associ- 





* Although the inclusion of this journal is redundant 
in its present context; its exclusion would render the 
survey incomplete and could inconvenience those who 
might decide to reproduce it for use in another context. 
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which would be of particular interest to 
accountants. 


ation: faculty and practitioner, full member- 
ship—325; student, associate membership— 
$6.. : 
Résumé: This journal of the American Account- 
ting Association continues to be the leading 
scholarly, academic, general-coverage ac- 
counting journal in the United States and 
possibly the world. Its articles and special 
features range from the highly quantitative to 
the nonquantitative and from the highly con- 
ceptual or theoretical to tbe pragmatic. . 
Noteworthy among its features are the unique 
Education Research department; the recently 
added Financial Reporting department that 
focuses on the state of the art in financial 
accounting and reporting; and the greatly 
expanded Book Review department that 
recently has included such special features as 
a series on professional firm publications, 
capsule commentaries (on recently published 
and republished books), lists of books re- 


American Business Law Journal 

First issued: 1963. 

Issued: quarterly. 

Annual subscription rate: included in dues of 
members of the American Business Law 
Association: faculty, practitioner, student— 
$15; nonmember-—$12.50. 

Résumé:,This is the academic journal of the 
American Business Law Association, an 
organization of college and university teach- 
ers of business law and related areas. Each 
issue contains one or more very readable 
articles, comments, case notes, and/or book 
reviews that would be of interest to accoun- 
tants, especially those in academia. 

American Economic Review 

First issued: 1911. 

Issued: quarterly (plus proceedings issue). 

Annual subscription rate: available with mem- 


ceived, and, occasionally, review articles. 


Administrative Science Quarterly 

First issued: 1956. 

Issued: quarterly. 

Annual subscription rate: faculty, practitioner 
—$16; student—$15. _ 

Résumé: This scholarly, interdisciplinary aca- 
demic journal is published by the Graduate 
School of Business and Public Adminstration 
at Cornell University. Each issue contains one 
or more readable articles or book reviews 
that would be of interest to accountants, 
especially those in the managerial, behavioral, 
and/or systems areas. 


bership in the American Economic Associ- 
ation that also includes a subscription to 
Journal of Economic Literature: faculty, 
practitioner—$26.25 to $36.75, depending 
upon academic rank or income; student-—-$13. 


Résumé: This journal of the American Eco- 


nomic Association continues to be the leading 
scholarly academic journal in economics in’ 
the United States and possibly the world.” 
Nearly every issue has one or more articles or 
short papers that would Бе. of interest to 
accountants, especially those with back- 
grounds in economics, finance, and/or quanti- 
tative methods. Additional features that 
would be of especial interest to academicians 
are notes on a variety of topics, including 


American Bar Association Journal 
First issued: 1915. 
Issued: monthly. 
Annual subscription rate: included in dues of 


Association election results; announcements 
of meetings, new programs, and new journals; 
calls for manuscripts; personnel changes; 


each member of the American Bar Associ- 
ation (who also must be a member of the bar 
of a state, territory, or possession of the 
United States): faculty, practitioner—$10 to 
$100, depending upon date admitted to the 
bar; student at an approved law school— 
$6.50; nonmember—$15. 

Résumé: This professional journal is published 
by the American Bar Association. Each issue 
contains one or more very readable articles, 


and an annual listing of doctoral disserta- 
tions in political economy. | 

Each quarterly issue of the Journal of 
Economic Literature contains several major: 
articles, many book reviews, a long list of new 
books, listings of the contents of many current 
periodicals (several in accounting) both by 


' periodical and by subject, and a section on 


abstracts of many of the articles included in 
the contents listings. 


book reviews, tax notes, and/or other special The Australian Accountant 

features that are of interest to accountants. ^ First issued: 1936. 

The Association has some 22 sections, of Issued: monthly. 

which two (Corporation, Banking, and Busi- Annual subscription rate: faculty, practitioner 
ness Law and Taxation) also have journals * —Aus $27; student —Aus $10. 


Hendrickson 


Résumé: This professional journal is published 
by the Australian Society of Accountants. 
Most of its articles and special features are 
written by practitioners and emphasize finan- 
cial accounting, auditing, and taxation prob- 
lems and issues of Australia, but substantial 
coverage also is given to international topics; 
e.g., one regular feature section contains 
paragraphs summarizing problems discussed 
in cverseas journals. Other regular features of 
especial interest to academicians are a book 
review section and an excellent list of library 
acquisitions. 

The Bell Journal of Economics 

First issued: 1970. 

Issued: semiannually. 

Annual subscription rate: free on request. 

Résumé: This scholarly journal is published by 
the American Telephone and Telegraph Com- 
pany, but most of its editors and authors are 
academicians. Its articles are highly theoreti- 
cal and quantitative; thus, it is of greatest 
interest to those with competence in econom- 
ics, finance, and/or quantitative methods. 
Each issue contains numerous articles and a 
few book reviews that are relevant to ac- 
counting academicians, researchers, consult- 
ants, and students with similar interests. 


The Business Lawyer 

First issued: 1946, ү 

Issued: five times.a year. 

Annual subscription rate: included in dues of 
member of the American Bar Association who 
joins the Section of Corporation, Banking, 
and Business Law: faculty, practitioner— 
$10; student—$3; nonmember— $20. 

Résumé: This scholarly professional journal is 
published by the Section of Corporation, 
Banking, and Business Law of the American 
Bar Association. Each issue contains one or 
more articles, announcements, reviews, and/ 
or recent literature reports that would be of 
interest to accountants, especially those in the 
financial and auditing areas. І 


CA Magazine (Canada) 

(formerly Canadian Chartered Accountant) 

First issued: 1911. 

Issued: monthly. 

Annual subscription rate: faculty, practitioner, 

, student—Can $20. 

Résumé: This professional journal is published 
by the Canadian Institute of Chartered Ac- 
countants. Its articles and special features 
emphasize problems and issues relating to 
auditing and taxation and most are written by 
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practitioners, but one in the November 1979 
issue was on resolving arguments and was 
written by a philosophy professor. It has 
several interesting departments, including 
research and education. Many articles and 
features are in both English and French. 


The CPA Journal 
(formerly The New York Certified Public Ас- 


countant) — . 

First issued: 1930. 

Issued: monthly. 

Annual subscription rate: faculty, practitioner 
— $24 (special promotional rates are offered 
to members of cooperating state societies of 
CPAs); student, undergraduate—$10. · 

Résumé: This professional journal is published 
by The New-York State Society of Certified 
Public Accountants. It emphasizes financial 
accounting, auditing, and taxation, and offers 
much that is of interest to accounting 
academicians, practitioners, and students. 
Each issue contains about five very readable 
articles, most of which are written by academi- 
cians, and about ten departments containing. 
notes on selected topics. A fairly recent inno- 
vative addition.to each March, June, Septem- 
ber, and December issue has been a multiple- 
choice examination of about 35 questions 
that are based on material covered in the 
Journal during the preceding three months; 
to obtain'CPE credit, the completed exami- 
nation is mailed to Journal offices for grading 
—a grade of 70 percent or better is required 
for CPE credit of three contact hours. 


California Management Review 


First issued: 1958. 
Issued: quarterly. 


Annual subscription rate: faculty, practitioner, 


student—$15. 

Résumé: This interdisciplinary professional 
journal is published by the University of 
California, and most of its articles are written 
by academicians. Each issue contains one or 
more readable articles and/or book reviews. 
in the financial, managerial, and/or auditing 
areas that would be of interest to accountants. 


Certified Accountant (UK) 
(formerly Certified Accountants Journal) 


First issued: 1905. 

Issued: six times a year. 

Annual subscription rate: faculty, practitioner, 
student—£15. 

Résumé: This professional journal is published 
by the Association of Certified Accountants. 
Its articles and features emphasize financial 
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accounting, auditing, and taxation problems 
of the Certified Accountant in the United 
Kingdom, but coverage also is given to inter- 
national and management accounting topics. 
' The Chartered Acéountant in Australia 

First issued: 1930. 

Issued: monthly. 

Annual subscription rate: faculty, practitioner, 
student—Aus $18.. 

Résumé: This professional journal is published 
by the Institute of Chartered Accountants in 
Australia. Although its selection of articles 
and departmental features, written largely by 
practitioners, is concerned primarily with 
problems and issues of financial accounting, 
auditing, and taxation in Australia, substan- 
tial emphasis also is given to international 
topics. | 

The Chronicle 
First issued: 1940. 
Issued: three times a year (planned for 1980; 


only one issue published in each of 1978 and 


1979). | 
Annual subscription rate: free on request. 
Résumé: This professional journal is one of two 


house organs published by Arthur Andersen : 


& Co., and is the one that contains more 
general interest -material. Its new format 
adopted in 1978 excludes notes about Ander- 
sen personnel and the feature story on a 
college or university accounting department; 
these’ now are included in The People of 
Arthur Andersen. The 1979 issue contains 
eight interesting, very readable articles on a 
variety of accounting and nonaccounting 
topics, of which four were written by Ander- 
sen personnel. 
Cost and Management (Canada) 

First issued: 1926. 

Issued: six times a year. 

Annual subscription rate: faculty, practitioner, 

' student—Can $10. 

Résumé: This professional journal is published 
by the Society of Management Accountants 
of Canada. Each issue has a number of arti- 


cles, most of which are in the management . 


accounting area and are written by academi- 
cians at United States as well as Canadian 
universities, and many of thema are in, both 
English and French. 
DH&S Reports 

(formerly H&S. Reports) 

First issued: 1963. 

Issued: quarterly. 

Annual subscription rate: free on request. 


The Accounting Review, October 1980 


Résumé: This is one of two professional house 
organs published by Deloitte Haskins & 
Sells. It contains very readable articles about 

' the firm: its offices, personnel, activities, 
environment, clients, and plans for the future. 


Decision Sciences 


First issued: 1970. 

Issued: quarterly. "s 

Annual subscription rate: available with mem- 
bership in the American Institute for Decision 
Sciences: faculty, practitioner $27; student 
—$12, 

Résumé: This scholarly academic journal is 
published by the American Institute for De- . 
cision Sciences. It emphasizes applications of 
quantitative methods in decision making. 
Each issue usually has at least one article that 
is written by, and/or is of interest to, accoun- 
tants primarily in the systems and managerial 
areas. Its articles are classified into three 
Sections: concepts, theory, and techniques; 
application and implementation; and edu- 
cation. 


E&W People . 


(formerly E&E People) à i 
First issued: 1961. 

Issued : semiannually. 

Annual subscription rate: free on request. 


_ Résumé: This professional house organ is pub- 


lished by Ernst & Whinney. It contains · 
numerous interesting, very readable pieces 
about the firm, its current personnel and 
alumni, its clients, its activities around the 
world, its annual seminar for See CHIEN 
and its plans. 


Financial Analysts Journal 
` First issued: 1945. 


Issued: six times a year. 

Annual subscription rate: faculty, practitioner, 
student—$24; special to educational institu- 
tions, 10 or more to same address—$12. 

Résumé: This scholarly professional journal is 
published by the Financial Analysts Еейега- 
tion. It contains readable articles and special 
features in every issue that are of interest to 
accountants, especially those who are finan- 
cial- and/or user-oriented. Typically, at least 
one article in each issue has accounting au- 
thorship, often a well-known acccuntant, and 
oftén from academia. 


Financial Executive 


First Issued: 1932. 

Issued: monthly. 

Annual subscription rate: faculty, practitioner, 
student—$18. 


Hendrickson 


Résumé: This professional journal is published 
by the Financial Executives Institute. Most 
of its articles are written by practitioners on a 
variety of financial and managerial account- 
ing issues and problems that are of interest to 
academicians, practitioners, and students. 

: The GAO Review 

First issued: 1967. 

Issued: quarterly. 

. Annual subscription rate: faculty, practitioner, 
student (from U.S. Government Printing 
Office)—$7 ; also issued free upon request to 
deans and accounting department chair- 
persons. ` 

Résumé: This professional journal is the house 
organ of the United States General Account- 
ing Office. Its very readable articles and fea- 
tures, most of which are written by GAO 

. personnel or alumni, are on GAO activities 
and a variety of accounting and nonaccount- 
ing problems ard issues. Each issue contains 

. one-or more articles, reports of staff changes, 
or alumni reports that would be of interest to 

‚ accounting academicians, practitioners, and 
students. 


The Government Accountants Journal 
(formerly The Federal Accountant) 
First issued: 1951. 

Issued: quarterly. 

Annual subscription rate: faculty, practitioner 
—$10; student—$3; included in dues for 
member of the Association of Government 
Accountants. 

`. Résumé: This professional journal is published 
by the Association of Government Accoun- 
tants. Its very readable articles are written 
by both academicians and practitioners and 
are concerned primarily with the problems 
^ and issues of accounting, auditing, budgeting, 
and financial management in the federal 

. . government; but each issue has a state/local 

government section and/or article. Other in- 


2 


teresting features include a summary of recent , 


developments in the government financial 
management area and book reviews. 


Governmental Finance 

Firstissued: 1972. 

Issued: quarterly. 

Annual subscription rate: faculty, practitioner, 
student—$12. 

Résumé: This professional journal is the official 
publication of the Municipal Finance Officers 
Association. Its very readable articles and 
features are of especial interest to accountants 
specializing in the public finance and munici- 
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pal/governmental areas. The features of most 
interest to accountants are those on books 
and the NCGA Forum (that reports on 
activities and pronouncements of the Associ- 
ation’s National Council on Governmental 
Accounting, which in 1968 published the 
authoritative Governmental Accounting, Au- 
diting, and Financial Reporting—better known 
as GAAFR—and which recently published a 
restatement-update of that коонду 


*НКЕ]РКЕ Panorama | 


First issued: 1975. 

Issued: semiannually. 

Annual subscription rate: free on request. 

Résumé: This professional house organ is pub- 
lished by Harris, Kerr, Forster & Company 
(in the United States, and Pannell Kerr 
Forster & Company, internationally). Its 
interesting, very readable articles are written 
by firm personnel and reflect a substantial 
practice specialization both nationally and 
internationally in the hotel-motel, restaurant, 
private club, and health care areas. 


Harvard Business Review 


First issued: 1922. 
Issued: six times a year. 


. Annual subscription rate: faculty, practitioner, 


student—$22. 

Résumé: This leading interdisciplinary profes- 
sional journal is published by the Graduate 
School of Business Administration of Har- 
vard University. Its interesting, well-written, 
well-researched, analytical articles on a wide 
variety of issues and problems are directed 
primarily at executives, and most are by 
professional managers. Each issue contains 
one or more articles and/or brief book re- 
views that would be of interest to accounting 
academicians, practitioners, and/or students. 


° Hospital Financial Management 


First issued: 1947. 

Issued: monthly. 

Annual subscription rate: faculty, practitioner, 
Student—8$25. - 

Résumé: This professional journal is published 
by the Hospital Financial Management As- 
sociation. Most of its very readable articles 
are written by practitioners and are con- 
cerned primarily with hospital problems and 
their solutions. Each issue contains one or 
more very readable articles of interest to 
accounting academicians, practitioners, and/ 
or students, especially those who specialize in 
the health care area. 
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Indian Journal of Accounting 
First issued: 1971. 
Issued: irregularly. 
Annual subscription rate: faculty, practitioner, 

student (as of 1977)—33. | 
Résumé: This academic journal is published by 
the Indian Accounting Association, India's 
counterpart of the American Accounting 
Association. Most of the contributors are 
Indian. It would be of greatest interest to 
those in the international accounting area. 


Internal Auditor 

First issued: 1944. 

Issued: six times a year. 

Annual subscription rate: faculty, practitioner— 

- $16; student—$10 (available only to full-time 
students, includes membership dues). 

Résumé: This professional journal is published 
by The Institute of Internal Auditors. Its very 
readable articles are concerned primarily with 
specific internal auditing problems, issues, 
and applications; most are written by practi- 
tioners.. 


The International Journal of Accounting Education 
and Research 

First issued: 1965. 

Issued: semiannually. 

Annual subscription rate: faculty, practitioner, 
student—$10. 

Résumé: This academic journal is published 
by the Center for International Education and 
Research in Accounting at the University of 
Illinois. Its readable articles emphasize edu- 
cational and international accounting issues, 
problems, and research. | 


Journal UEC (West Germany) 
(European Journal of Accountancy) 
First issued: 1966. 
Issued: quarterly. 


Annual subscription rate: faculty, practitioner, 


student —D М.52. 

Résumé: This professional journal is published 
for the Union Européenne des Experts Comp- 
tables Economiques et Financiers. Its ma- 
terial is printed in German, French, and 
English and emphasizes the accounting prob- 
lems and issues relating to the European 
Economic Community. It also is a source of 
English translations of interesting articles 
that otherwise might be available only in 
German or French. 


Journal of Accountancy 
First issued: 1905 
Issued: monthly. 


* 


The Accounting Review, October 1980 
\ 


Annual subscription rate: faculty, practitioner 
—$15; student—$7.50; included in dues of 
member of the American Institute of CPAs. 

Résumé: This is the general-membership jour- 
nal of the American Institute of CPAs. It is a 
professional journal that emphasizes the fi- 
nancial accounting and auditing areas. In 
addition to the major articles, its departments 
and special features include news reports on 
the activities—and a listing of outstanding : 
exposure drafts—of the various accounting 
rule-making.bodies and reprints of recent 
standards and interpretations issued by the 
Financial Accounting Standards Board and 
the AICPA’s Auditing Standards Board and 
Auditing Standards Division. 


Journal of Accounting and Economics 


First issued: 1979, 

Issued: three times per year. 

Annual subscription rate: faculty and practi- 
tioner—$26.75/Dfl. 55; student—$13. | 

Résumé: This new scholarly academic journal is 
edited by two accounting professors at the 
University of Rochester and is published by 
North-Holland Publishing Cornpany in col- 
laboration with the Graduate School of 
Management at the University of Rochester. 
Its purpose, as indicated in the announcement , 
brochure, is to provide a forum for the publi- 
cation of the highest quality manuscripts that : 
apply economic analyses to accounting prob- 
lems and to encourage the use of a wide range 
of methodologies. 


Journal of Accounting, Auditing and Finance 


First issued: 1977. | 

Issued: quarterly. 

Annual subscription rate: faculty, student— 
—$21; practitioner—$42, . 

Résumé: This academic journal is sponsored 
by the Ross Institute of New York Univer- 
sity and is published by Warren, Gorham & 
Lamont, well known in the areas of law and 
taxation. Its articles have tended to empha- 
size accounting and auditing; to have an 
issue, problem, conceptual, nonquantitative 
orientation; and to be quite readable to a 
wide academic-practitioner audience. Re- 
cent issues have had six to seven articles | 
largely written by accounting academicians, 
but have had a practitioner emphasis in the 
departments concerned with current develop- 
ments and problems. 


Journal of Accounting Research 


First issued: 1963. 


. Hendrickson 


Issued: semiannually, plus an annual supple- 
ment. ` 

Annual subscription rate: faculty and student— 
$18; practitioner—$25. 

Résumé: This outstanding scholarly academic 
journal is published by the Institute of Pro- 
fessional Accounting of the Graduate School 

` of Business at the University of Chicago. It 
continues to emphasize empirical research in 
accounting and related disciplines, with ex- 


tensive applications of quantitative methods. 


Journal of the American Taxation Association 

First issued: 1979. 

Issued: semiannually. . 

Annual subscription rate: faculty, practitioner, 
student—included in membership dues of 
$10 to the American Taxation Association 
(which is available only to persons who also 
are members of the parent organization, the 
American Accounting Association). 

Résumé: This new journal is published by the 
American Taxation Association and is ex- 
pected to become a scholarly academic 
journgl in the tax area. 


Journal of Bank Research 

First issued: 1970. 

Issued: quarterly. 

Annual subscription rate: faculty, practitioner, 

.  Student—$20. 

Résumé: This scholarly professional journal is 
published by the Bank Administration Insti- 
tute. It emphasizes the application of quanti- 
tative methods to conceptual and empirical 
studies of Federal Reserve and commercial 
bank problems and issues. Most of the articles 
are written by academicians in the areas of 
finance, economics, and, to a lesser extent, 
accounting. Each issue tends to have at least 
one article or research commentary that 

. would be of interest to accountants, especially 
those in academia with backgrounds in eco- 
nomics, finance, quantitative methods, and/or 
information systems. - 


1 


Journal of Business 
First issued: 1928. 
Issued: quarterly. 
Annual subscription rate: faculty, practitioner 
—$15; student— $12. 
Résumé: This academic journal is published by 
the Graduate School of Business and the 


Department of Economics at the University . 


of Chicago. It continues to emphasize 
Scholarly, somewhat quantitative articles in 
the theoretical and empirical areas, many of 
which are of interest to accountants. Other 


715 


features of interest, especially to academi- 
cians, are sections in each issue on Books ` 
Received and Notes (on academic appoint- 
ments, grants, leaves, promotions, resigna- 
tions, retirements, and deaths) and an annual 
section on doctoral dissertations accepted. 


Journal of Business Finance and Accounting (UK) 

First issued: 1974. 

Issued: quarterly. 

Annual subscription rate: faculty, а 
$20; practitioner—$35. 

Résumé: This scholarly academic journal is 
edited by the Centre for Industrial Economic 
and Business Research at the University of 
Warwick and is published by Basil Blackwell, 
It contains conceptual and empirical research 
articles and book reviews of interest to ac- 
countants, especially those with backgrounds 
in economics, finance, and/or quantitative 

‘ methods. 


Journal of Finance 

First issued: 1946, 

Issued: five times per year (one i is a proceedings 
issue). 

Annual subscription rate: available with mem- 
bership in the American Finance Association: 
faculty, practitioner, student—$25. 

Résumé: This academic journal is published by 
the American Finance Association. It con- 
tinues to be the leading general-coverage, 
scholarly journal in finance. Each issue 
contains one or more articles, notes, com- 
ments, and/or book reviews of interest to ac- 
countants, especially those with backgrounds 

-in economics, finance, and/or quantitative 
methods. 


Journal of Financial Economics 

First issued: 1974. 

Issued: quarterly. 

Annual subscription rate: faculty, practitioner 
—$31.75/Dfl. 65; student—$16.50. 

Résumé: This scholarly academic journal is 
edited by a finance professor at the University 
of Rochester and is published by North- 
Holland Publishing Company in collabora- 
tion with the Graduate School of Manage- 
ment of the University of Rochester. Its 
stated objective is to provide a special forum . 
for the publication of research in the area of 
financial economics. It would be of greatest 

` interest to accountants with backgrounds in 
economics, ‘finance, and/or quantitative 
methods. ; 


Journal of Financial and Quantitative Analysis 
First issued: 1966. 
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Issued: quarterly (plus proceedings issue in 
November). ; 

Annual subscription rate: faculty, practitioner, 
student—$17.50. 

Résumé: This scholarly academic journal is 
published by the Graduate School of Business 
Administration at the University of Washing- 
ton in conjunction with the Western Finance 
Association. Its articles include the presenta- 
tion and analysis of theoretical quantitative 
models and the application óf such models to 
empirical data. It would be of most interest to 
accountants with backgrounds in economics, 
finance, and/or quantitative methods. 


Journal of Systems Management 

(formerly Systems and Procedures) 

First issued: 1950. 

Issued: monthly. 

Annual subscription rate: faculty, practitioner, 
student—$15; included in dues of member of 
the Association for Systems Management. 

Résumé: This professional journal is published 
by the Association for Systems Management. 
It is primarily for practitioners in the systems 
area, is very readable, and contains about one 
article in each issue that is of interest to 
accountants. 


Journal of Taxation 

First issued: 1954. 

Issued: monthly. 

Annual subscription rate: faculty, student— 
$24; practitioner—$48. 

Résumé: This professional journal is published 
by Warren, Gorham & Lamont for Tax 
Research Group, Ltd. It contains current 
news, comments, and articles on a wide 
variety of tax problems and issues, most of 
which are written by practicing attorneys. 


Laventhol & Horwath Perspective 

(formerly LKHH Accountant) 

First issued: 1921. 

Issued. semiannually. 

Annual subscription rate: free on request. 

Résumé: This professional house organ is pub- 
lished by Laventhol & Horwath. It has numer- 
ous interesting, very readable articles on a 
wide variety of accounting, accounting-re- 
lated, and other topics and a section giving 


brief reports on the firm's activities, publica- · 


tions, and personnel and their activities. 


Management Accounting (US) 
(formerly NAA Bulletin) 
First issued: 1919. 


The Accounting Review, October 1980 


Issued: monthly. 

Annual subscription rate: available with mem- 
bership in the National Association of Ас- 
countants: faculty, practitioner—$50 (plus а 
registration fee for new or reinstated mem- 
ber); student —$10. 

Résumé: This professional journal is published 
Бу the National Association of Accountants. 
It continues to give publication preference to 
articles written by members and to emphasize 
discussions and proposed solutions of specific 
problems and issues that are of interest to the 

` management accountant. Its articles and fea- 
tures are very readable, and the content of an 
issue often focuses primarily on a single theme 
or topic. 


Management Accounting (UK) 

(formerly Cost Accountant) 

First issued: 1921. 

Issued: monthly. 

Annual subscription rate: faculty, practitioner, 
student—£8. 

Résumé: This professional journal of the Insti- . 
tute of Cost and Management Accountants is 
the British counterpart of Management Ac- 
counting in the United States and Cost and 
Management in Canada. Each issue has a 
number of articles and special features that 
would be of interest to managerial accoun- 
tants in the United States and elsewhere. 


Management Focus 
(formerly Management Controls) 

Firstissued: 1954. 

Issued: 6 times a year. 

Annual subscription rate: free on request. 

Résumé: This professional journal is published 
by Peat, Marwick, Mitchell & Co. for its 
clients and staff and is written largely by its 
personnel. As the name implies, each issue 
focuses primarily on one current professional, 
economic, and/or societal/public issue of 
interest to management. For example, 1979 
issues 3, 4, and 5 were largely devoted to 
the problems of savings and loan associations, 
the marketing function, and mass transit, with 
other interesting pieces on such topics as 
executive recruiting, state and local budget- 
ing, public education, paying for pure water, 
and the link between computing and tele- 
communications. 


Management Science 
First issued : 1954. 
Issued: monthly. 
Annual subscription rate: available with mem- 
bership in the Institute of Management 


Hendrickson 


Sciences: faculty, practitioner—$25; student 
—$D. 

Résumé: This journal of the Institute of Man- 
agement Sciences continues to be the leading 
scholarly academic journal in the manage- 
ment science area. Its 12 issues per year, each 
of which now combines application and 
theory, contain several articles, notes, and/or 
communications that would be of interest to 
accountants, especially those in the mana- 

. gerial area or who have backgrounds in 
economics, finance, and/or quantitative meth- 
ods. 


The People of Arthur Andersen 


First issued: 1973. 
Issued: three times a year. 
Annual subscription rate: free on request. 

‚ Résumé: This professional house organ is pub- 
lished by Arthur Andersen & Co. It contains 
very readable feature pieces on the firm, its 
plans, its activities, and its personnel, and 
also a report on a college or university and its 
academic accounting department. 


PLUS: for the People of Deloitte Haskins & Sells 

. First issued: 1978. 

Issued: quarterly. 

Annual subscripticn rate: free on request. 

Résumé: This professional house organ is pub- 
lished by Deloitte Haskins & Sells. It contains 
.very readable articles about the firm: its 
© offices, personnel, clients, worldwide environ- 
ment, and problems. . 


Price Waterhouse Review 

First issued: 1955. 

Issued: quarterly. 

Annual subscription rate: free on request. 

Résumé: This professional journal is the house 
organ of Price Waterhouse & Co. It contains 
numerous interesting, very readable articles 
on a wide variety of accounting topics and 
firm activities that are written by firm person- 
nel. One issue each year reports on new and 
retiring partners, another reports on faculty 
fellows, and each issue reports on its alumni. 


Sloan Management Review 
' First issued: 1960. . 

Issued: quarterly. 

Annual subscription rate: faculty, practitioner, 
student—$20. 

Résumé: This scholarly professional journal is 
published by the Sloan Management Review 
Association of the Alfred P. Sloan School of 
Management at Massachusetts Institute of 
Technology. Most of its stimulating, readable 
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articles are written by academicians. Each 
issue tends to have one or more articles, book 
reviews, or briefs on recent management 
publications that would be of interest to 
accountants. 


The South African Chartered Accountant 

First issued: 1965. 

Issued: monthly. 

Annual subscription rate: faculty, practitioner, 
student—R. 10. 

Résumé: This professional journal is published 
in English and Afrikaans by the National 
Council for Chartered Accountants. Al- 
though it emphasizes accounting, tax, and 
auditing problems of South Africa, each issue 
contains articles relating to international 
issues. This journal would be of greatest 
interest to those in the auditing and financial 
and international accounting areas. 


The Tax Adviser 

First issued: 1970. 

. Issued: monthly. 

Annual subscription rate: faculty, practitioner 
—$45; student—$22.50. 

Résumé:: This professional journal is published 
by the American Institute of CPAs. It is con- 
cerned with tax planning, problems, trends, 
and techniques. Its articles are written pri- 
marily by practicing CPAs, but its editor and 
а departmental editor have backgrounds in 
law. А 


Taxation For Accountants 

First issued: 1944. 

Issued: monthly. 

Annual subscription rate: faculty, student— 
$18; practitioner—$36. 

Résumé: This professional journal is published 
by Warren, Gorham & Lamont for Tax Re- 
search Group, Ltd. It is devoted to-tax prob- 
lems and issues, most of them in the area of 
tax planning. Its editorial. board consists 
largely of tax practitioners and many (if not 

: most) of its articles are written by practi- 
tioners. 


The Tax Lawyer 

First issued: 1947. 

Issued: quarterly. 

Annual subscription rate: included in dues of 
member of the American Bar Association who 
joins the Section of Taxation: faculty, prac- 
titioner—$24; student—$6; nónmember— 
$25. 

Résumé: This is the professional journal and 
bulletin of the American. Bar Association 
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Section of Taxation. Its articles, book reviews, 
reports, and other special features are of 
interest to accountants specializing in the 
tax area. 


Tempo 

First issued: 1955. 

Issued: quarterly. 

Annual subscription rate: free on request. 

Résumé: This professional journal is a house 
organ of Touche Ross & Co. Its interesting 
articles are written mainly by Touche Ross 
personnel and are concerned with the firm's 
clients, environment, activities, and prob- 
lems; but substantial emphasis is placed on 
the issues and concerns of the accounting 


profession, the economy, government, and 


society. 


Viewpoint 

First issued: 1966. 

Issued: semiannually. 

Annual subscription rate: free on request. 

Résumé: This professional house organ is pub- 
lished by Main Hurdman & Cranstoun. It 
contains interesting, very readable articles on 
accounting and business-related problems 
and issues and on topics of interest to prac- 
ticing and academic accountants and business 
persons. Each issue also has a section on 
activities of current firm personnel, and at 
least one issue each year has a section on new 
partners and on alumni. 


The Accounting Review, October 1980 


The Woman CPA 
First issued: 1937. 
Issued: quarterly. i 
Annual subscription rate: faculty, practitioner, 


student—member of the American Woman’s 
Society of Certified Public Accountants or the 
American Society of Women Accountants— 
$3; others—$6. 


`Кёзшпё: This professional journal is published 
. by the American Woman's Society of CPAs 


and the American Society of Women Ac- 
countants. Each issue contains very readable 
arlicles on accounting problems and issues 
arid-additional material in its feature depart- 
ment-of which education has been appearing 
regularly. 


World 
First issued: 1967. 
Issued: quarterly. 
Annual subscription rate: free on request. 
Résumé: This professional journal is a house 


organ of Peat, Marwick, Mitchell & Co. Most 
of its interesting, very readable articles are 
written by firm personnel, and many are with- 
out attribution; they report on the firm's 


- Clients, activities, environment, and problems, 


but with substantial emphasis on the issues 
and concerns of the accounting profession, - 
the economy, government, and society. 


Capsule Commentaries 


THOMAS J. BURNS, Editor 


: Commentaries in this issue are by the Book Review Editor, 


D. LARRY CRUMBLEY and ToNv L. CRUMB- 
LEY, The Financial Management of Your 
Coin/Stamp Estate (New York: Arco 
Publishing Company, Inc., 1978, pp. 234, 
$16.50). 


For collectors, investors, or dealers in coins 
or stamps, this excellent book on relevant tax 
laws would seem to be equally appropriate for 
investors in gold, real estate, art, antiques and 
other hobby-related investments. The senior 
author is a prolific accounting professor at Texas 
A&M University. 


HAROLD О. LANGENDERFER and E. BEN 
YAGER, CPA Examinations: А Compre- 
hensive Review, Third Edition, Volume I 
Problems. and Volume II Solutions 
(Columbus, Ohio: Charles E. Merrill Pub- 
lishing Co., 1979, pp. xii, 1,089, and 1980, 
pp. 566, clothbound Volume I $21. 95 and 
paperbound Volume II $18. 95). 


The third edition of this text, first published in 
1969, retains the same sequencing of topics used 
in the first two volumes. Updating in this edition 
is the major change. Does include the FASB's 
Statements of Financial Accounting Concepts 
No. 1. Users will receive annual updates. 
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JAMES J. Manon, The Marketing of Pro- 
fessional Accounting Services (New 
York: John Wiley & Sons, Inc., 1978, 
pp. xiii, 189, $15.95). . 


This is a first book by an accountant on the 
marketing of professional accounting services. ` 
Its uniqueness is probably its chief merit. Most 
of the content would apply to any profession. 
Although the author had a notable career with 
a large public accounting firm, not surprisingly 
the specifics of how this particular firm de- 
veloped its practice are lacking. 


STEPHEN А. ZEFF, Editor, Selected Dickin- 
son Lectures in Accounting: 1936-1952 
(New York: Arno Press, 1978, unpag- 
inated). ` 
The book, one volume їй "The Development 

of Contemporary .Accounting Thought" series 

for Arno Press, contains six lectures selected 
from the 15 lectures given at the Harvard Busi- 
ness School, mostly in the 19405, as the first 

endowed lecture series in accounting in the 0.5, 

Lectures included are authored by George D.: 

Bailey, Howard C. Greer, Henry R. Hatfield, 

George O. May, William A. Paton, and Walter 

A. Staub. Lectures often summarize views for 

which authors are known. Of most value to 

financial accounting scholars and students, 
especially those with an historical orientation. 


Books RECEIVED FEBRUARY 1, 1980 THROUGH APRIL 15, 1980 


Abdel-khalik, A. Rashad, Editor, Government 
Regulation of Accounting and. Information, 
University Presses of Florida, Gainesville, 
Florida, 1980, pp. xi, 320, $10.00. 

Baker, C. Richard and Rick Stephan Hayes, 
Accounting, Finance, and Taxation: А Basic 
Guide for Small Business, CBI Publishing 
Company, Inc., Boston, 1980, pp. х, 438, 
$19.95. 

Bodnar, George H., Accounting Information 
Systems, Allyn and Bacon, Inc., Boston, 
1980, pp. xv, 476, $18.95. 

Cheng, Philip C., Financial Management in the 
Shipping Industry, Cornell Maritime "Press, 
Inc., Centreville, Maryland, 1979, pp. xvii, 
360, $27.50. І | 

Copeland, Ronald M., Paul E. Dascher and Dale 
L. Davison, Financial Accounting, John 
Wiley & Sons, New York, 1980, pp. xxi, 517. 

Costouros, George J. and A. Van Seventer, 
Contemporary Accounting Issues, Bay Books, 
2335 Waverley Street, Palo Alto, California, 
1979, pp. xiii, 234, $16.40. 

Crumbley, D. Larry and Steven D. Grossman, 
Reddings in Oil Industry Accounting, The 
Petroleum Publishing Co., Houston, Texas, 
1980, pp. vii, 238. 

Donnell, John D., A. James Barnes, and Michael 
B. Metzger, Law for Business, Richard D. 
Irwin, Inc., Homewood, Illinois, 1980, pp. 
xvi, 842. 

Edwards, Edgar O., Philip W. Bell and L. Todd 
Johnson, Accounting for Economic Events, 
Scholars Book Co., Houston, Texas, 1979, 
pp. xii, 692. 

Fetyko, David F., Financial Accounting: Con- 
cepts and Principles, Kent Publishing Com- 
pany, A Division of Wadsworth, Inc., Boston, 
1980, pp. xxiii, 746. 

Fletcher, John and David Gowing, Effective 
Writing For Accountants, The Institute of 
Chartered Accountants in England and Wales, 
London, 1979, pp. vili, 136, £5.75. 

Fogg, Stephen, Jmperial Sportswear, Inc.: An 
Audit Case Problem, Harper & Row, Pub- 
lishers, New York, 1980, pp. vi, 65 plus 
appendix work papers, $9.95. : 

Glazer, Alan S. and Henry К. Jaenicke, A 
Framework For Evaluating An Internal Audit 
Function, Foundation for Auditability Re- 
search and Education, Inc., Altamonte 
Springs, Florida, 1980, pp. xii, 96. 

Granof, Michael H., Financial Accounting: 
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Principles and Issues, Second Edition, Pren- 
tice-Hall, Inc., Englewood Cliffs, N.J., 1980, 
pP. vii, 686. 

Heitger, Lester E. and Serge Matulich, Mana- 
gerial Accounting, McGraw-Hill Book 
Company, New York, 1980, pp. xix, 824. 

Hermanson, Roger H., Stephen E. Loeb, John 
M. Saada, and Robert H. Strawser, Auditing 
Theory and Practice, Revised Edition, Richard 
D. Irwin, Inc., Homewood, Illinois, 1980, 
pp. xv, 628, $18.95. 

Holder, William W., A Study of Selected Con- 
cepts for Government Financial Accounting 
and Reporting, National Council on Govern- 
mental Accounting, Chicago, 1980, pp. viii, 
69, $5.00. 

Johnson, Kenneth P. and Henry R. Jaenicke, 
Evaluating Internal Control: Concepts, 
Guidelines, Procedures, | Documentation, 

` John Wiley & Sons, New York, 1980, pp. 
x, 649, $36.95. 

Kell, Walter G. and Richard E. Ziegler, Modern 
Auditing, Warren, Gorham & Lamont, 
Boston, 1980, pp. xvii, 785. 

Kerzner, Harold, Profit Management for Bank- 
ers, Van Nostrand Reinhold Company, New 
York, 1980, pp. xi, 198, $19.95. - 

Kieso, Donald E., and Jerry J. Weygandt, 
Intermediate Accounting, Third Edition, John 
Wiley & Sons, New York, 1980, pp. viii, 1278. 

Kripke, Homer, The.SEC and Corporate Dis- 
closure: Regulation in Search of a Purpose, 
Law & Business, Inc., New York, 1979, pp. 
xxiii, 368, $29.00. . 

Lakin, Christopher, Manufacturing: An Intro- 
duction for Accountants, The Institute of 
Chartered Accountants in England and Wales, 
London, 1980, pp. vii, 74, £3.95. 

Matulich, Serge and Lester E. Heitger, Financial 
Accounting, McGraw-Hill Book Company, 
New York, 1980, pp. xx, 868. 

Matz, Adolph and Milton F. Usry, Cost Account- 
ing: Planning and Control, South-Western 
Publishing Co., Cincinnati, Ohio, 1980, pp. 
xiii, 880. : 

McArthur, Peter, Jndustrial Relations: An 

. Introduction For Accountants, The Institute 
of Chartered Accountants in England and 
Wales, London, 1979, pp. vi, 90. 

Meyer, Philip E., Applied Accounting Theory: 
A Financial Reporting Perspective, Richard 
D. Irwin, Inc., Homewood, Illinois, 1980, 
pp. xiv, 528, $19.95. 


Book Reviews 


Minemura, Shinkichi, Inflation Accounting, 
Keio Tsushin Co. Ltd., Tokyo, Japan, 1980, 
pp. 146. 

The National Association of State Boards of 

. Accountancy, Digest of State Accounting 
Laws and State Board Regulations, 1980 
Edition, Prentice-Hall, Inc., Englewood Cliffs, 
N.J., 1980, pp. 135, $17.50. 

Nikolai, Loren, Richard G. Schroeder, John 
D. Bazley and Issac N. Reynolds, Intermediate 
Accounting, ^ Kent Publishing Company, 
Boston, 1980, pp. xvii, 993 plus appendices. 

Persen, William and Van Lessig, Evaluating 
the Financial Performance of Overseas 
Operations, Financial Executives Research 
Foundation, New York, 1979, pp. v, 142. 

Platt, C. J., Survey of Company Reports: An 
Analysis of Current Practices in Presenting 
Information, Wilton Publications, Teakfield 

- Limited distributed in US by Renouf/USA, 
Inc., Brookfield, Vt., 1978, pp. xiv, 125, 
$45.75. 

Pritchard, Robert Е. and Thomas J. Hindelang, 
The Lease/Buy Decision, AMACOM, New 
York, 1980, pp. viii, 276, $24.95. 

Rosen, L. S. and M. H. Granof, Canadian 
Financial Accounting: Principles and Issues, 
Prentice-Hall of Canada, Ltd., Toronto, 1980, 

рр. хі, 765, $21.95. 

Scott, George M. with Pontus Troberg, Eighty- 
eight International Accounting Problems in 
Rank Order of Importance—A DELPHI 
Evaluation, American Accounting Associa- 
tion, Sarasota, Florida, 1980, pp. ix, 73 plus 
appendices. 

Skerratt, L. C. L., diri ii Published Accounts 
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1979: A Current Guide to Accounting Re- 
quirements and an Analysis of Methods and 
Examples of Financial Reporting Used by 300 
Major British Industrial Companies and by 
Major Property Companies and Investment 
Trusts, The Institute of Chartered Accoun- 
tants in England and Wales, London, 1980, 
pp. 300, £12.95. 

Slavin, Albert, Isaac N. Reynolds and Allen 
B. Sanders, Financial Accounting: A Basic 
Approach, The Dryden Press, Hinsdale, 
Illinois, 1980, pp. xxi, 689. 

Stamp, Edward, The Future of Accounting and 
Auditing Standards, ICRA Occasional Paper 
No. 18, International Centre for Research 
in Accounting, University of Lancaster, 1980, 
pp. vi, 110, £3 ($6). 

Sterling, Robert R. and Arthur L. Thomas, 
Editors, Accounting For A Simplified Firm 
Owning Depreciable Assets: Seventeen Essays 
and a Synthesis Based on a Common Case, 
Scholars Book Company, Houston, Texas, 
1979, pp. ix, 395, $12.50. 

Thomas, Arthur L., A Behavioural Analysis of 
Joint-Cost Allocation and Transfer Pricing, 
Stipes Publishing Co., Champaign, Illinois, 
1980, pp. xv, 322, $6.00. 

Tracy, John A., How to Read a Financial Report: 
Wringing Cash Flow and Other Vital Signs . 
Out of the Numbers. . . ., John Wiley & Sons, 
New York, 1980, рр. 156,.$12.95. 

Walgenbach, Paul-H., Norman E. Dittrich and 
Ernest I. Hanson, Principles of Accounting, . 
Second Edition, Harcourt Brace Jovanovich, 
Inc., New York, 1980, pp. ix, 1065. 
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AUTHOR INDEX TO VOLUME LV 


Author Title - Page 
ANDERSON, JOHN C., Voluntary Social Reporting: An Iso-Beta Portfolio Analysis..... 467 

(AND FRANKLE) 

ASHTON, ROBERT H. The Return of “Problem” Confirmation Requests by the U. S. 

(AND HYLAS) Postal Service. ааа оао ce ep ка КАУ CULTE 649 
BALDWIN, BRUCE А. On Positioning the Quiz: An Empirical Analysis. .............. 664 © 
BARAN, ARIE 1 The Information Content of General Price Level Adjusted Earn- 

(AND LAKONISHOK ings: Some Emprical Еуійепсе............................. 22 

AND OFER) | 7 
BEcK, PAUL J. A Comparison of General Price Level and Historical Cost Financial 

(AND SOLOMON) . Statements in the Prediction of Bankruptcy: A Comment...... 511 
BIRNBERG, JACOB С. The Effects of Personality on a Subject's Information Processing: 

(AND SHIELDS AND McGHEE) A:Replyi i cioe cx ао Dae YS. 507 
Bovey, RICHARD Awareness and Usage of LEXIS by Accounting Educators: A 

(AND DANOS) SUIVEV. лук жуа OS E e EROR ATM oad bnew OU Sa Ur ed А 102 
BOOKER, Јом A. (AND Harris) А Project to Enrich the Study of Financial Reporting. ........... 107 
BOWMAN, ROBERT G. The Debt Equivalence of Leases: An Empirical Investigation.... 237 
BRENNER, VINCENT C. Standards for Programs and Schools of Professional Accounting: 

(AND SPICELAND AND Accounting Group Регсерііопѕ............................ 134 

HARTMAN) 

BRIEF, RICHARD P. Cumulative Financial Ѕїаќегтепіѕ............................ 480 

(AND MERINO AND WEISS) ; 

BROMWICH, MICHAEL The Possibility of Partial Accounting Standards................ "288 
СА$ЕҮ, CORNELIUS J., JR. ^ Variation in Accounting Information Load: The Effect on Loan 
: Officers’ Predictions of ВапКгирїсу......................... 36 
CHEN, Комо Н. The Relationship Between Pollution contol Record and Financial 
(AND METCALF) Indicators Веуїзией...................................... 168 
COLLINS, WILLIAM А. Televised Accounting Instruction, Ае and Performance: А - 

(AND SNOWBALL) Field Experiment........ ЖКК abe Mich TORTOR E TEs 123 

DXNOS, PAUL (AND BOLEY) Awareness and Usage of LEXIS by Accounting Educators: A 
і SUEVEY ма енор алран 102 
DHALIWAL, DAN $. The Effect of the Firm's Capital Structure on the Choice of Account- 

` Ing Methods siea view e ieee Be bind EE yat S e Rn ds 78 
Dirman, Davip А. Unrecorded Human Assets: A Survey of Accounting Firms` Train- 

(AND JURIS AND REVSINE) jne Programs... oe cer TEE Awad de E eer d aa mes 640 
Dopucu, NICHOLAS FASB's Statements on Objectives and Elements of Financial Ac- — 

(AND SUNDER) counting: A Review. .... 00... cece cece ee eee ene nnn 1 
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Paul A. Griffin 
Richard A. Grimlund 
Hugh D. Grove 
Gary M. Grudnitski 
Robert M. Halperin 


William A. Hamlen, Jr. 


John R. Hanna 
Don R. Hansen 
Andrew A. Haried 


Walter T. Harrison, Jr. 


David C. Hayes 
Richard A. Helfand 
Kenneth H. Heller 
James A. Heintz 
Regina Herzlinger 
Ronald W. Hilton 
Thomas R. Hofstedt 
Bertrand N. Horwitz 
John S. Hughes 
Yuji Ijiri 

Eugene A. Imhoff, Jr. 
Monroe Ingberman 
Henry R. Jaenicke 
James Jiambalvo 
Douglas A. Johnson 
H. Thomas Johnson 
Steven B. Johnson 
W. Bruce Johnson 
Edward J. Joyce 
Chandra Kanodia 
Earl C. Keller 
Henry A. Kennedy 
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J. Edward Ketz 


Jan Klaassen 
Josef Lekonishok 
David F. Larcker 
James A. Largay III 
Kermit D. Larson 
Geoffrey A. Lee 
Richard № Leftwich 
Robert A. Leitch 
Kenneth W. Lembke 
Barry L. Lewis 
Robert Libby 

W. Thomas Lin 
Kenneth S. Lorek 
Wolfgang Lück 
Edward J. Lusk 
Joseph С. Louderback TH 
Silvia A. Madeo 
Robert P. Magee 
Michael W. Maher 
James P. Mandel 
Rene P. Manes 
Ronald M. Marshall 
Richard Mattessich 
Giles Meikle 
Kenneth А. Merchant 
Theodore J. Mock 
Michael L. Moore 
Dale Morse 

Wayne J. Morse 
Gerhard G. Mueller 
Richard J. Murdock 
R. D. Nair 

Bruce R. Neumann 
Frederick L. Neumann 
D. Paul Newman . 
Donald R. Nichols 
Robert E. G. Nicol 
David Ng 

Eric Noreen 
Mohamed Onsi 

Paul Pacter 

Dan Palmon 

James M. Patton ` 
Dennis H. Patz 
Kenneth V. Peasnell 
Stephen H. Penman 


' Edward Peragallo 


Enrico Petri 

C. A. Prentice 

J. Hal Reneau 
John Grant Rhode 


Steven J. Rice 
Donald M. Roberts 
Jack C. Robertson 
William Ruland 

Paul A. Ryder 
Simcha Sadan 

Gerald L. Salamon 
Richard A. Samuelson 
Richard S. Savich 
Rudolph W, Schattke 
A. Schepanski 
Michael Schiff 
Katherine Schipper ~ 
Hanns-Martin Schoenfeld 
Hein Schreuder 
Joseph J. Schultz, Jr. 
David A. Shand 
John K. Shank 
Michael D. Shields 
Daniel A. Simunic 
Clifford W. Smith, Jr. 
Doug Snowball 
David Solomons 
James E. Sorensen 
George H. Sorter 
Barry H. Spicer 

Peter E. M. Standish 
George J. Staubus 
Ray G. Stephens 
Robert R. Sterling 
Clyde P. Stickney 
Gary L. Sundem 


. Albert D. Teitlebaum 


Arthur L. Thomas 
Peter Tiessen 

David P. Tweedie ` 
John R. Twombly 
Robert E. Verrecchia 
Robert L. Vigeland 
Robert G. Walker 
Wanda A. Wallace 
Bart A. Ward 

John H. Waterhouse 
Richard P. Weber 
Roman L. Weil 
Edward A. Weinstein 
Jerry J. Weygandt 
Geoffrey Whittington 
F. K. Wright 

Robert W. Wyndelts 
Basil S. Yamey 
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| OCTOBER, 1980 PLACEMENT INFORMATION SECTION 


The deadline for information to be included in the “Placement Information" section is 
two months prior to the date of publication. The REVIEW is published on the first day 
of January, April, July, and October. Placement advertising and replies should be sent 
to the American Accounting Association, 5717 Bessie Drive, Sarasota, FL 33583. All 
replies to box numbers should be on separate sheets to facilitate forwarding. There is 
no charge for this service to AAA members and associate members seeking employment. 
Others will be charged a fee of $100 per insertion. Ads should not exceed 100 words. 
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PORTLAND STATE UNIVERSITY located in Portland, Oregon, invites applications for perma- 
nent appointments in accounting. Available positions are at the Assistant and Associate level. 
Applicants should possess a doctoral degree in accounting although candidates at an advanced 
dissertation stage will also be considered. Performance evaluation at PSU is based upon a judicious 
blend of effective classroom teaching, research and publication, and university and community 
service. The standard teaching load is 9 quarter hours. Programs are offered at both the under- 
graduate and graduate levels. The department enjoys a very close relationship with the professional 
accounting community in the state. Vita should be directed to Dr. Michael R. Gaines, Head, 
Department of Accounting, Portland State University, Portland Oregon 92707. PSU is an equal 
opportunity affirmative action employer. All interested persons are encouraged to apply. 


BOSTON UNIVERSITY, AACSB-accredited, Department of Accounting, seeks full-time faculty 


` members at all ranks. Candidates should possess doctorate, or be very near completion of doctoral 


program requirements. Distinctive features of this excellent opportunity for professional growth 
include B.S., M.B.A., D.B.A. and Executive Education programs; departmental research grants 
IBM Svstem 370/158; Compustat tapes; and liberal travel support. Candidates should be strongly 
committed to teaching, research and institutional service. Contact Dr. Philip E. Meyer, Chairman, 
Department of Accounting, Boston University, 212 Bay State Road, Boston MA 02215. Boston 
University is an Equal Opportunity/Affirmative Action Employer. 


PURDUE UNIVERSITY has an opening in accounting at the Associate full level. A Ph.D. from 
an established graduate school of business administration is required with a specialization in either 
financial or managerial accounting. The successful candidate will also have supporting competency 
in information systems, behavioral sciences or quantitative methods. A successful research and 
publication record is essential. Send curriculum vitae to Professor Robert K. Eskew, Krannert 
Graduate School of Management, Purdue University, West Lafayette, Indiana 47907. An Equal 
Opportunity/Affirmative Action Employer. - 


MBA (1970, R.LA. (1977), CMA (Part 1, 2, 4 & 5) with three years university teaching experience, 
six years public practice and one year system analyst experience in industry seeks preferably uni- 
versity or college teaching position in Accounting for Fall 1980 or winter 1981. Prefer U.S.A. and 
Canada. Phone (514) 288-1716 or write Mr. V. Kalevar, 65 Sherbrooke Street East, Apt. 1417, 
Montreal, P. Quebec, Canada H2X 1X4. Willing for reduced teaching and Ph.D. studies also. 


UNIVERSITY OF CINCINNATI is seeking faculty in Accounting at the Assistant and Associate 
Professor ranks. Teaching opportunities are available in all specialties. In addition to our under- 
graduate Accounting Program, the College of Business Administration offers the MBA and Ph.D. 
degrees in Accounting and has recently approved a Master of Science in Taxation. Applicants for 
Assistant positions should possess a doctorate or be ABD. Will consider LLM in Taxation with 
СРА for taxation positions. Doctorate and publication record are required for an Associate posi- 
tion. Salaries are competitive and commensurate with qualifications and experience. The University 
of Cincinnati is a state supported institution and is an equal opportunity, affirmative action em- 
ployer. АП qualified candidates are encouraged to apply. Credentials should be sent to Dr. J. 
Timothy Sale, Chair, Department of Accounting and Business Law, College of Business Adminis- 
tration, University of Cincinnati, Cincinnati, Ohio 45221. : 





ACCOUNTING FACULTY. Accounting Department, University of Nevada, Las Vegas, has 
opening: in its faculty for persons interested in teaching internal auditing and internal control ; 
not-for-profit accounting; and general financial accounting. Rank and salaries will depend on 
qualifications and experience. Minimum qualifications include doctorate or near completion. 
Las Vegas and UNLV are uniquely situated in a rapidly growing area providing a youthful pros- 
perous community, unusual recreational activities, and stimulating teaching opportunities at the 
graduate and undergraduate levels. Send vita to Dr. Durante A. Clary, Chairman Department of 
Accounting, University of Nevada, Las Vegas, Las Vegas, Nevada, 89154. 


CHAIRPERSON, Department of Accounting, SUFFOLK UNIVERSITY, School of Manage- 
ment, Boston, MA, Application/nominations are invited for the position of Chairperson, Depart- 
ment of Accounting. The Department offers an undergraduate degree in Accounting for approxi- 
mately 400 majors and provides instruction for other undergraduate/graduate programs. Ph.D. or 
D.B.A. in Accounting and teaching experience required. Teaching experience, C.P.A., C.M.A. 
and business experience desired. Rank and salary open based on qualifications. Applicant should 
be available for appointment no later than Fall, 1981. Inquiries and resumés should be directed to 
the Assistant Dean, School of Management, Suffolk University, 47 Mt. Vernon Street, Boston, MA 
02114. (phone: 617-723-4700, extension 332).'An equal opportunity/affirmative action employer. 


‘SUFFOLK UNIVERSITY, Boston, Massachusetts. The School of Management's Accounting 
Department has tenure-track positions available at assistant and associate professor levels to teach 
undergraduate/graduate courses in managerial and/or financial accounting. Ph.D. or D.B.A. in 
Accounting required. A.B.D.s in advanced dissertation stage will be considered. Other professional 
certifications and business experience desirable. Inquiries and resumés should be directed to Assis- 
tant Dean, School of Management, Suffolk University, 47 Mt. Vernon Street, Boston, MA 02114. 
(phone: 617-723-4700, extension 332). An equal opportunity/affirmative action employer. 


ACCOUNTING FACULTY : Permanent positions beginning September 1, 1981 at the assistant, 
associate or full professor rank. D.B.A. or Ph.D. in Accounting required. Consideration will be 
given to candidates actively pursuing the doctorate at the dissertation stage. Business and industrial 
experience is desirable. Research is encouraged. Duties include teaching at the undergraduate and 
graduate levels, advising students, and serving on faculty committees. The Accounting Department 
has over 1300 students. Indiana University of Pennsylvania is located in the foothills of the Alle- 
gheny Mountains fifty miles East of Pittsburgh. Salaries and benefits are competitive. Rank and 
salary dependent upon education and experience. Interested applicants should forward a complete 
vita to: Mohamed E. Ghobashy, Department of Accounting, School of Business, Indiana University 
of Pennsylvania, Indiana, Pa. 15705. An Affirmative Action/Equal Opportunity Employer. 


PROFESSOR OR ASSOCIATE PROFESSOR OF ACCOUNTING, California State University, 
Fresno, (midway between San Francisco and Los Angeles in the San Joaquin Valley). Applications 
for 1981-1982 are being accepted from candidates who can demonstrate teaching effectiveness and 
research capabilities in accounting. Candidates should hold an appropriate doctorate. Exceptions 
may be made for qualified candidates who hold the Master's Degree and CPA, CMA, or CIA 
certification. Some background in computers or quantitative methods is desirable. The successful 
candidate will be expected to teach undergraduate and graduate courses in accounting, and to en- 
gage in instructionally and professionally related activities and reséarch. Salary and rank will be 
commensurate with qualifications and experience. Graduate and undergraduate programs are 
accredited by AACSB. California State University, Fresno is an Equal Opportunity/Affirmative 
Action Employer. Interested candidates are invited to submit their vitae to Dr. Elwyn L. Christen- 
sen, Chairman, Department of Accounting, California State University, Fresno, Cedar and Shaw 
Avenues, Fresno, CA 93740. 


CALIFORNIA STATE UNIVERSITY, SACRAMENTO has faculty openings, effective Febru- 
ary, 1981 and September, 1981. Seeking candidates with professional accounting experience, 
professional certification, and appropriate doctoral degree. Will consider applicants in final stages 
of doctoral study and substantial progress towards certification. May also consider applicants with 
major preparation and accomplishments related to circumstances of program need (e.g., profes- 
sional experience with inflationary accounting). Also, seeking candidates with appropriate doctorate 
in business (will consider ABD) to teach in the area of Computer-Based Management Information 
Systems. California State University, Sacramento is an equal opportunity/affirmative action 
employer. Send letter and resumé to: Dr. Donald H. Ford, Chair, Department of Accounting and 
Management Information Science, School of Business and Public Administration, сашоша State 
onto Sacramento, 6000 J Street, Sacramento, CA 95819. 
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MS, СРА, 3 years of Big 8 public accounting experience, 14 years of full-time teaching experience, 
12 years of administrative experience, superior University/ community service. Very active in state 
and local CPA organizations, AAA, and NAA. Proud of teaching ability, excellent rating as teacher 
through course evaluations. Presently associate professor, seeks position as senior faculty member. 
Prefer medium to small size University/college where emphasis is on quality teaching. Eastern U.S. 
Available summer 1981. 


TENURED FULL PROFESSOR, Department Chairman, MBA-CPA, 30 years teaching experi- 
ence, both junior college and university, excellent teaching ratings, seeks more stimulating environ- 
ment. Available September, 1981. - 


JD/MS-ACCOUNTING/CPA, age 34. Seven years teaching undergraduate tax and accounting 
(4 yrs. AACSB). Three years “Вір Eight" tax and audit experience. Seeking position which provides 
writing and/or consulting opportunities. Prefer taxation courses, but will consider some financial 
accounting or business law courses. Southwest or West preferred, but will look closely at other 
locations if exceptional opportunities exist. Available summer 1981. Contact Professor Paul 
Erickson, Department of Accounting, University of Idaho, Moscow, Idaho 83843. 


Ph.D., CPA, CMA, age 38. Currently tenured Associate Professor at a.major Southwestern uni- 
versity. Strong background in both cost/managerial and oil and gas accounting. Numerous publica- 
tions and extensive professional development course experience. Outstanding relationships devel- 
oped with many of the nation’s largest corporations and with Big 8 CPA firms. Would consider a 


' senior faculty position at school with a positive environment. Would prefer a school desiring oil 


and gas accounting in the curriculum although will consider any school with a strong graduate 
accounting program. 


THE UNIVERSITY OF NORTHERN IOWA, School of Business is seeking candidates for a 
permanent position in accounting at either the Assistant or Associate level. The candidate should 
be prepared to teach high-quality M.B.A. students and advanced courses to an unusually motivated 
group of undergraduates. The School of Business, which includes 50 full-time equivalent faculty 
members, provides an environment of warm collegial relationships coupled with a high degree of 
professionalism. Performance evaluation is based on a blend of good teaching, research, and pro- 
fessional service. The blend is tailormade to fit each faculty member's needs and interests. The uni- 
versity is located in a prosperous metropolitan area of 130,000 with abundant opportunities for 
executive development ánd consulting. Salary will be competitive. The University of Northern Iowa 
is an affirmative action employer. Women and minorities are encouraged to apply. Send current 
vita to Robert J. Waller, Dean, School of Business, University of Northern Iowa, Cedar Falls, 
Iowa 50614. 


CHAIRPERSON AND FACULTY POSITIONS—Lander College announces two faculty 
openings in Business Administration beginning fall, 1981. A new Chairperson will fill one position— 
a doctorate with academic preparation in either accounting or finance and teaching experience at 
the undergraduate and graduate level is preferred. А second faculty member will be employed at the 
Assistant or Associate rank in either accounting or finance—dependent upon the Chairperson's 


"field. Accounting candidates must have a Master's degree—CPA and/or Ph.D. preferred. Finance 


candidates should have a Ph.D. Contact Oscar Page, Vice President for Academic Affairs, Lander 
College, Greenwood, S. C. 29646. Equal Opportunity/Affirmative Action Employer. 


BRADLEY UNIVERSITY (AACSB accredited) at Peoria, Hlinois, has a faculty vacancy at the 
assistant or associate level for Fall 1981. Applicant must possess a doctorate in accounting, should 
have a potential for excellence in teaching, and be capable of quality research and publication. The 
teaching area is open to discussion. The teaching load is 9 hours per semester with some research. 


. Graduate assistance and computer time are available. Bradley University is an Equal Opportunity/ 


Affirmative Action Employer. Please send resumé to Dr. Lucille E. Lammers, Chairman, Depart- 
ment of Accounting, Bradley University, Peoria, IL 61625. 


EDWIN T. GILL CHAIR IN MANAGEMENT. Department of Economics and Business, 
North Carolina State University. Applications and nominations are invited for the Edwin T. Gill 
Chair in Management, an endowed chair in business management. The holder of this position will 
provide leadership in research and teaching and provide guidance for further development of the 
management program. Applicants should have a substantial scholarly publication record in some 
field of business management, e.g., finance, accounting, or marketing, and have the ability and 
desire to interact effectively with the business community. Applicants should be well trained in 
economics and quantitative areas. This position is available for the 1981-82 academic year. Appli- 





cations and nominations should be sent before December 1, 1980, to Professor W. D. Toussaint, 
Department of Economics and Business, North Carolina State University, Raleigh, North Carolina 
27650. North Carolina State University is an equal opportunity/affirmative action employer. 


UNIVERSITY OF SAN DIEGO is looking for an accounting faculty member at the assistant 
level, to begin Fall 1981. We need someone who is flexible, with a strong financial background. 
A Ph.D. is required, the CPA preferred, Accounting faculty teach 7 courses annually in the under- 
graduate and MBA programs. Faculty performance evaluation includes teaching, research and 
service. USD is a value oriented school committed to the development of both students and faculty. 
Our salaries are west coast competitive. Interested persons should contact Dr. Ellen Cook, School 
of Business, University of San Diego, San Diego, CA 92110. 


EASTERN MICHIGAN UNIVERSITY'S Department of Accounting and Finance is seeking to 
fill a position in accounting beginning in January or September 1981. Rank and salary will be 
appropriate for the experience and credentials of the person hired. The Department offers under- 
graduate and graduate degrees in accounting and participates in the MBA program. The University 
is located in Ypsilanti, Michigan which is approximately thirty-five miles due west of Detroit. 
Faculty members can enjoy the small-town atmosphere of Ypsilanti and still be close to the consult- 
ing opportunities of the Detroit metropolitan area. Completed applications are requested by 
November 30, 1980; however, the search shall remain open until the position is filled. To be consid- 
ered for the position a standard application may be obtained and MUST be returned to Eastern 
Michigan University, Personnel Office, 112 Welch Hall, Ypsilanti, Michigan 48197, (313) 487-3430. 
Affirmative Action/Equal Opportunity, Employer and Educational Institution. 


THE FACULTY OF MANAGEMENT, The University of Calgary, Calgary, Alberta, invites 
applications for permanent or visiting appointments in Accounting. Individuals with doctorate 

. degrees or dissertations near completion preferred. Effective dates of appointment are opea. Rank 
and salary depend upon qualifications/experience. Salaries range from $25,000. The teaching load 
is normally two courses per term, for two terms. The academic year runs from early September to 
mid-April, Faculty members, except at the Instructor rank, are expected to carry on research and 
participate in administrative functions. Enquiries including current resumé should be mailed to 
Dr. C. A. Prentice, Chairman, Accounting Area, Faculty of Management; The University of 
Calgary, Calgary, Alberta T2N 1N4. 


THEFACULTY OF MANAGEMENT, The University of Calgary, Calgary, Alberta, is interested 
in appointing two to three faculty in Accounting at a senior level. Individuals should have an out- 
standing record in both research and teaching. Salary is open. Contact Dr. C. A. Prentice, Chairman, 
Accounting Area, Faculty of Management, The University of Calgary, Calgary, Alberta TZN 1N4. 


THE UNIVERSITY OF NORTH CAROLINA at Chapel Hill anticipates faculty openings to 
teach accounting beginning August, 1981. The positions require a doctoral degree with specializa- 
tion in accounting. Rank and salary will be commensurate with qualifications and experience. 
Applicants must have ability to teach at all levels of university work and must show promise of 
productive research, or, for higher ranks, significant accomplishment in research. Reply to Professor 
R. Lee Brummet, School of Business Administration, University of North Carolina Chapel Hill, 
North Carolina 27514. The University of Nor:h Carolina at Chapel Hill is an equal opportunity/ 
affirmative action employer. 


UNIVERSITY OF COLORADO is recruiting Assistant Professor of Accounting for Boulder 
Campus, a tenure-track regular appointment. Doctorate or ABD from recognized program 
required. Research and scholarly publication required for reappointment and promotion. Nine 
hours teaching per semester; normally two or three preparations per academic year. Qualified 
person would be considered for Associate Professor rank and tenure. Also, Denver Campus and 
Visiting appointments available. Application deadline: February 28, 1981. Contact: Professor 
John A. Tracy, College of Business & Adm., U. of Colorado, Boulder, CO 80309. The U. of Colo- 
rado is an affirmative action equal opportunity employer. 


THE CHINESE UNIVERSITY OF HONG KONG. Professorship in Accounting. Applications 
are invited for the Professorship in Accounting at The Chinese University of Hong Kong tenable 
from August 1, 1981. Applicants should have outstanding academic qualifications, considerable 
university teaching and research experience and should have published scholarly work of originality 
and merit. The appointee will be expected to give leadership to teaching and research programmes 
in the field of Accounting. The salary for professorship will be HK$156,180 or above per annum 
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(Exchange rate US$1 - HK$5 approximately). Terms of service include paid long leave, super- 
annuation (University 15%, appointee 5%), medical benefits, education allowance for children, 
housing accommodation on campus and, for overseas appointees, passage benefits as well. Further 
information and application forms are obtainable from the Personnel Section, The Chinese Uni- 
versity of Hong Kong, Shatin, N. T., Hong Kong. Application, together with one set of major 
publications and copies of testimonials, marked “Professorship Application” on cover, should 
reach the University before December 31, 1980. 


SAN JOSE STATE UNIVERSITY is seeking candidates for faculty positions leading to tenure, 
or for temporary positions as Visiting Professors or full-time lecturers. Preferably, candidates for 
appointment at the rank of Assistant Professor should possess a doctorate and CPA, but applicants 
who are in the advanced dissertation stage will be considered. Candidates for Associate Professor . 
must possess a doctorate, a demonstrated record of teaching excellence and a record of publications 
and/or professional involvement. Candidates for Professor must possess a doctorate, a demon- 
strated record of teaching excellence and a strong record of publications and/or professional 
involvement. We are an equal opportunity/affirmative action employer and encourage applications 
from women and members of minority groups. Applications should include a curriculum vitae, 
names and addresses of three references, transcript of grades from universities attended and copies 
of any research papers and/or publications. Applications should be addressed to Dr. Joseph Mori, 
Professor and Area Chairman, Area of Accounting and Finance, School of Business, San Jose State 
University, San Jose, CA, 95192. Deadline for applications is December 1, 1980. : 


STANFORD UNIVERSITY Graduate School of Business invites applications for position as 
Assistant Professor of Accounting, effective September 1981. Candidate must have or becompleting 
Ph.D., and must possess skills in and have an aptitude for scholarly research and graduate level 
(M.B.A. and Ph.D.) teaching. Applications should be received by December 15 and include resumé, 
thesis proposal or abstract, transcript of grades from universities attended, names and addresses of 
three references and copies of any research papers and/or publications. Stanford University is an 
Equal Opportunity Employer and welcomes applications from qualified minorities and women. 
Application must be forwarded in entirely to Associate Dean for Academic Affairs, Graduate 
School of Business, Stanford University, Stanford, California 94305. 


ACCOUNTING DEPARTMENT HEAD, Drexel University, Philadelphia, Pennsylvania. 
Position will be available for the 1981—1982 academic year. Applicants should have a Ph.D. or 
D.B.A. and currently hold the rank of Associate or Full Professor. Dedication to teaching excel- 
lence, research and professional activities are required. Salary is competitive. One of the oldest 
cooperative education institutions in the United States. Drexel's programs range from Bachelors 
through MBA and MS to the Doctoral level. The College of Business and Administration is 
accredited by the AACSB at both the graduate and undergraduate levels. Drexel University is an 
Equal Opportunity/Affirmative Action Employer. Send Resumés to: Professor John Savchak, 
College of Business and Administration, Drexel University, Philadelphia, Pennsylvania 19104. 


WESTERN WASHINGTON UNIVERSITY anticipates a tenure-track position in Accounting 
commencing Fall of 1981. An earned doctorate is desired, but will consider ABD, or candidate 
with MBA/CPA. Salary and rank will be commensurate with qualifications and experience. The 
University stresses a blend of teaching excellence, scholarly research, and community service 
activities. Western is a University of 10,000 students located on beautiful Puget Sound between 
Seattle and Vancouver, B.C. Please send letter of interest and vitá to Professor Ronald N. Savey, 
Chairman, Accounting Department, Western Washington University, Bellingham, WA 98225. 


RUTGERS UNIVERSITY at Camden has the following openings beginning Fall 1981. (1) Chair- 
man of Business Administration and Accounting Department. The candidate should: be qualified 
for appointment at full professor level in terms of education (Ph.D.), publications, and teaching 
credentials. Administrative experience is helpful. The job requires administering business adminis- 
tration and accounting programs at the graduate (MBA) and undergraduate levels. There is the 
possibility that the position will be converted into Deanship of a School of Business which will 
replace the existing department. Salary is open up to upper thirties depending on qualifications. (2) 
Assistant Professor of Accounting. Ph.D. in accounting or Ph.D. candidate near completion of 
dissertation. Teaching load is five sections in two semesters (three and two), maximum of two 
preparations per semester, and three days a week schedule. Opportunities to teach graduate and 
undergraduate courses in financial or managerial accounting are available in an expanding depart- 
ment of 900 students on a campus of 5,000 students close to Atlantic City and Philadelphia. Salary 
is open. Salary scale of Rutgers is А rated. Rutgers is an equal opportunity employer. Send resumé 
to Dr. Izzet Kenis, Chairman, Business Adm. and Accounting Dept. Camden. Campus, Camden, 
NJ. 08102. j 


` 

















#432 CHICAGOSTATEUNIVERSITY invites applications for tenure track appointments in Account- 
ing, beginning January 5, or September 7, 1981. Rank and Salary are open depending upon qualifi- 
cations and experience. Earned doctorate in accounting preferred; ABD will be given serious 
consideration. CPA desired. Emphasis is on teaching; research is encouraged. Chicago State is a 
113 year old institution located on a modern campus opened in 1972 offering residential, cultural, 
research, and recreational opportunities of metropolitan Chicago. Applicants should send com- 
prehensive resumé to Joseph M. Goodman, Chairperson, Department of Accounting and Finance, 
College of Business and Administration, Room B-602, Chicago State University, 95th Street and 
King Drive, Chicago, Illinois, 60628. Chicago State University is an Equal Opportunity/Affirma- 
tive Action Employer. 





























#433 UNIVERSITY OF SOUTHERN CALIFORNIA, School of Accounting, is seeking candidates for 
faculty positions leading to tenure with a primary interest in accounting or taxation. Faculty 
positions above the assistant rank are also possible for individuals with a strong teaching and 
publication record. Candidates for assistant professor should have a doctorate in hand or be near 
completion of the dissertation, strong teaching ability and interest in research. The University of 
Southern California is an equal opportunity affirmative action employer. Applications are en- 
couraged from women and minority persons. Please contact Professor Doyle Z. Williams, Dean, 

School of Accounting, University of Southern California, Los Angeles, California 90007. 




























j434 UNIVERSITY OF SOUTHWESTERN LOUISIANA. Three (3) Accounting faculty positions 
open, all ranks. Competitive salaries based upon qualifications, Earned doctorate preferred, but 
ABDs are encouraged to apply. Masters and CPA or CMA will be considered. Collegiate teaching/ 
practical experience desirable. Appointment in January or August, 1981. Application deadline for 
January 1981 appointment is November 15, 1980; otherwise positions open until filled. Emphasis 
on quality teaching and interaction with business community, but research encouraged. Resumés 
should be sent to Don Edwards, Chairman, Department of Accounting, USL Box 4-3450, Lafayette, 
. LA 70504. An equal opportunity/affirmative action employer. 





















UNIVERSITY OF PETROLEUM & MINERALS, DHAHRAN, SAUDI ARABIA, the College 
of Industrial Management will have faculty positions (all ranks) open for the academic year 1981-82, 
starting September 1, 1981 in Accounting. Ph.D. in accounting is preferred, but applicants with 
master's degrees and teaching experience and/or CPA certificate will be considered. The College 
of Industrial Management is a young growing college, offering curricula equivalent to the standards 
of the AACSB. Research is encouraged and high quality proposals are awarded the university 
grants. Language of instruction is English. Minimum regular contract for two years, renewable. 
Competitive salaries and allowances. Air conditioned and furnished housing provided. Free air 
transportation to and from Dhahran each year. Attractive educational assistance grants for school- 
age dependent children. All earned income without Saudi taxes. Ten months duty each year with 
two months vacation with salary. There is also possibility of selection for university's ongoing 
summer program with good additional compensation. Apply with complete resumé on academic, 
professional and personal data, list of references, publications and research details, and with copies 
of transcripts and degrees, including home and office addresses and telephone numbers to Uni- 
versity of Petroleum & Minerals, Houston Office, 2223 West Loop South, Suite 410, Houston, 
Texas 77027. 










































#436 CHAIRPERSON, Department of Accountancy, Wright State University, Dayton, Ohio, beginning 
July 1, 1981. Wright State University has AACSB accreditation at both the graduate and under- 
graduate levels and the department has a faculty of 13. Salary range—low to mid forties—with 
rank of Professor. Attractive fringe benefit and retirement program. An Affirmative Action/Equal 
Opportunity Employer. Send resumé to Dr. John Talbott, Department of Accountancy, Wright 
State University, Dayton, Ohio 45435. 




















#437 THE UNIVERSITY OF NEBRASKA AT OMAHA is seeking to fill two full-time positions for 
the Fall, 1981 semester. The positions involve graduate and undergraduate instruction in the area 
of tax or managerial accounting. Candidates with an accounting Doctorate and an established 
record of professional accomplishments will be considered at the associate level while candidates 

. nearcompletion of the dissertation will be considered at the assistant level. Professional certification 
is desirable. The salary range is very competitive and dependent upon the candidate's professional 
qualifications. The University of Nebraska at Omaha is located in a residential neighborhood of an 

urban metropolitan area of 600,000 with numerous consulting and professional opportunities. The 

College of Business Administration has approximately 3,000 undergraduate majors and 300 MBA 

students and is AACSB accredited at the undergraduate level. The Department of Professional 
















t 
Accounting has over 800 majors and 13 full-time faculty. UNO is an Equal Opportunity/Affirmative 
Action Employer and encourages applications from women and members of minority groups. 
Interested candidates are invited to submit their resumé to Dr. David Buehlmann, Chairperson, 
Department of Professional Accounting, University of Nebraska at Omaha, Omaha, Nebraska, 
68182. 


CALIFORNIA STATE UNIVERSITY, HAYWARD is seeking to appoint to its faculty out- 
standing scholar/teachers in the areas of Accounting, taxation and information systems manage- 
ment. Positions are available at the Associate and Full-Professor levels as well as lectureships for 
persons who do not possess terminal degrees. Rank-and salaries are dependent upon qualifications 
and experience. The School of Business and Economics at CSUH has 2500 undergraduate students 
and 500 in the Master's programs. The campus is located on the east side of San Francisco Bay. 
CSUH is an Affirmative Action/Equal Opportunity Employer. Send resumé to Alan P. Johnson, 
Chair, Department of Accounting, California State University, Hayward, California 94542. 


CANISIUS COLLEGE, located in Buffalo, New York, invites applications for tenure tract posi- 
tions in accounting beginning in the Fall of 1981. Appointments will be considered at any rank 
depending upon the candidates qualifications and experience. A Ph.D. or DBA is required, but 
ABD’s are encouraged to apply. Professional certification is desirable. Salary is competitively 
appropriate for rank. The primary objective of the department is effective teaching. However, re- 
search is encouraged and supported. The successful candidate will be expected to teach in the MBA 
program and the undergraduate CPA-orientated accounting program. The department enjoys a 
very close relationship withthe professional accounting community in Western New York. The 
undergraduate program is fully accredited by the A.A.C.S.B. Please send vita to Robert R. Davis, 
Chairman, Department of Accounting and Business Law, Canisius College, Buffalo, New York 
14208, (716) 883-7000. An equal opportunity affirmative action employer. 


FACULTY POSITION—Duke University is seeking highly qualified faculty members in account- 
ing. The qualifications required for these positions are a demonstrated interest in and capacity to 
do publishable research and a high level of competence in classes for MBAs and Ph.Ds. A Ph.D. 
degree is required. Rank and salary depend upon qualifications. Send resumé and líst of references 
to Prof. David A. Dittman, Graduate School of Business Administration, Duke University, 
Durham, NC 27706. Duke University is an Affirmative Action/Equal Opportunity Employer. 


TEXAS TECH UNIVERSITY invites applications for permanent faculty positions in Accounting 
beginning Fall, 1981 or earlier. Positions available at all levels for teaching and research interests in 
tax, financíal, auditing, cost/managerial and oil and gas accounting. Doctorate required. CPA or 
CMA certification desirable, but not required. Competitive salaries commensurate with experience ' 
and education. Texas Tech offers accounting programs at the undergraduate, masters, and doctoral 
levels. Graduate specialties are available in tax and oil and gas accounting. Apply to Professor Gary 
E. White, College of Business Administration, Texas Tech University, P.O. Box 4320, Lubbock, 
Texas 79409. An Affirmative Action/Equal Opportunity Employer. 


WRIGHT STATE UNIVERSITY will have openings at the Associate and Assistant Professor 
ranks for September 1981. Requirements for Associate position: Doctorate and record of research 
and scholarship. C.P.A. or C.M.A. preferred. Requirements for Assistant Professor: Doctorate or 
dissertation stage. C.P.A. or C.M.A. preferred. Present staff of thirteen, nine-hour loads, summer 
teaching available, and excellent compensation. Write: Dr. Joseph F. Castellano, Chairman, 
Department of Accountancy, Wright State University, Dayton, Ohio 45435. An Equal Oppor- 
tunity Employer. | 


CASE WESTERN RESERVE UNIVERSITY is seeking candidates to fill tenure track positions 
ол the Faculty of Accountancy, Weatherhead School of Management. Doctorate or nearly com- 
pleted doctorate is required and professional certification (CPA or CMA) is preferred. Salary and 
rank competitive. Case Western Reserve University is an equal opportunity employer. For more 
information contact Dr. Lawrence C. Phillips, Chairman, Department of Accountancy, Weather- 
head School of Management, Case Western Reserve University, Cleveland, Ohio 44106 (216/368- 
2154). 


ACCOUNTING. Tenure-track position in registered accounting program; 3 course load. Prefer 
Ph.D., CPA, public practice, and teaching experience. Require master's, CPA. Prefer January 1, 
1981, starting date; will accept September 1, 1981. Salary and rank will be negotiated commensurate 
with academic qualifications and experience. Advanced rank and salary are available. Accounting 








Department works closely with major accounting firms in New York State. Send letter of applica- 
tion, vita, and three references to Mr. Charles P. Wolfe, Chairman of Accounting Department, 
St. John Fisher College, 3690 East Avenue, Rochester, New York 14618. EOE. 


WASHINGTON STATE UNIVERSITY invites applications for permanent appointments in 
Accounting beginning September, 1981. Available positions at all levels. Doctorate or ABD (active 
dissertation status) required for Assistant Professor positions, while doctorate and established 
research and teaching record required for senior level positions. Please send resumés to Glenn L. 
Johnson, Chairman, Department of Accounting & Business Law, Washington State University, 
Pullman, WA 99164. Women, minority, aged, Vietnam era and disabled veterans, and handicapped 
candidates are encouraged to identify themselves as such in their applications. Washington State 
University is an Equal Opportunity/Affirmative Action Employer. 


DIRECTOR, RELATIONS WITH EDUCATORS. The California Society of CPAs is looking 
for someone to work closely with California accounting educators and practitioners. Activities 
include visiting campuses to exchange information on accounting education, providing assistance 
to faculty, encouraging outstanding teaching. bringing educators and CPA practitioners together 
at conferences, providing grants to schools, and assisting school counselors and students interested 
in an accounting career. Applicant must have a bachelors degree, at least 2 years experience as an ` 
accounting educator or with a CPA firm, administrative skills, ability to get along with people, 
. and good communication skills. Ап advanced degree, a CPA certificate, and experience in teaching 
accounting would be highly desirable. This position offers excellent growth opportunity. Salary 
is open depending on ability and experience. Please send your resumé and salary history in complete 
confidence to the box number above. і 


UNIVERSITY ОЕ MARYLAND (COLLEGE PARK) has openings for accounting faculty at 
Assistant, Associate, and Full Professor levels for Fall 1981. Minimum qualifications for Assistant 
Professor is a D.B.A. or Ph.D. in accounting. А candidate for Associate Professor should have a 
strong record in research and teaching. A candidate for Full Professor should have an established 
record as a productive scholar and an excellent teacher. Interested candidates should send resumés 
to Professor Stephen E. Loeb, College of Business and Management, University of Maryland, 
College Park, MD 20742. The University of Maryland is an equal opportunity/affirmative action 
employer. Women and minorities are encouraged to apply. 


LAVENTHOL & HORWATH an expanding national CPA firm of highly motivated professionals 
with a tremendous growth record is seeking an articulate, highly technical accounting professional 
to join our National Accounting and Auditing Department. The individual we seek is a CPA with 
a proven track record through heavy experience in public practice, with SEC emphasis. Outstanding 
communication and interpersonal skills a prerequisite. This position.has good potential for sub- 
stantial personal and professional growth. Submit confidential resumé to Edward J. O'Grady, 
National Partner, Accounting and Auditing, Laventhol & Horwath, Executive Office, 1845 Walnut 
Street, Philadelphia, PA 19103. 


LOUISIANA STATE UNIVERSITY, Department of Accounting, anticipates faculty openings 
for the Fall of 1980. While these openings are primarily at the assistant professo; rank, applications 
at other ranks will also be considered. Candidates should have a doctorate or be near completion 
of their doctoral program. Faculty are expected to teach 9 hours per semester and be actively 
involved in research and professional service. The University is an Equal Opportunity/Affirmative 
Action Employer. Please send resumés and references to Vincent C. Brenner, Chairman, Depart- 
ment of Accounting, College of Business Administration, Louisiana State University, Baton 
Rouge, LA 70803. А 


THE STATE UNIVERSITY OF NEW YORK АТ BUFFALO has September 1981 openings for 
two Assistant Professors of Accounting and one Associate Professor of Accounting. Fields of 
interest may include financial accounting, managerial accounting, auditing, accounting information 
systems, and taxation with teaching opportunities at undergraduate, M.B.A. and Ph.D. levels. 
Teaching load is six hours per semester. Candidates for the Assistant Professorial positions should 
have a strong interest in research and possess relevant research tools and have an earned doctorate 
or bein the advanced stage of dissertation research by September 1981. Candidates for the Associate 
Professorial position should have a completed doctorate, an established research record and demon- 
strated teaching ability. Salary and fringe benefits are competitive. The University is an Affirmative 
Action/Equal Opportunity employer. Please send resumé to Professor Lawrence D. Brown, School 
of Management, Crosby Hall, State University of New York at Buffalo, Buffalo, New York 14214. 





#451 GETTUSBURG COLLEGE, Department of Economics and Business Administration, Gettys- 
burg, Pennsylvania invites applications for a tenure qualifying opening probably at the instructor 
or assistant professor level beginning with the 1980—81 academic year. This position will involve 
teaching courses from among elementary accounting, intermediate accounting, auditing, and 
federal taxes. Applicants with the Ph.D. degree in accounting or the D.B.A. degree їй accounting 
are preferred, but those with the Masters degree in accounting and a willingness to work toward the 
earned doctorate, which is required for tenure, will be considered. Gettysburg College is an Equal 
Opportunity Employer. Please send letter of application and resumé to: Dr. William F. Railing, 
Chairman, Department of Economics and Business Administration, Box 395, Gettysburg College, 
Gettysburg, Pennsylvania 17325. 


FACULTY POSITIONS IN ACCOUNTING. Applications are being accepted for temporary and 
permanent positions (instructor, assistant, associate, and professor ranks). Especially seeking’ 
faculty with interest in systems, and nonprofit (governmental) accounting; also considering appli- 
cants with interest in other areas. Doctoral faculty expected to teach graduate as well as under- 
graduate level courses. Salary and rank open, commensurate with qualifications and experience. 
An equal opportunity affirmative action employer. Direct applications with vita and references to: 
Dr. Patrick R. Delaney, Chairman, Department of Accountancy, College of Business, Northern 
Illinois University, DeKalb, Illinois 60115. 


/ 


UNIVERSITY OF CALIFORNIA, BERKELEY, School of Business Administration. We seek 

to fill by July 1, 1981 positions in Accounting at both the tenure and Assistant Professor level. The 
tenure level position requires a distinguished teaching and research record, ability to provide 
leadership in the field, and a commitment to professional activity with business and government. ‘ 
The Assistant Professor position requires a Ph.D. degree or an early completion of the degree, and 
preferably an interest in auditing. The positions anticipate an interest in providing course work at 

the undergraduate, MBA and Ph.D. levels as well.as teaching in Executive Education programs. 

The University of California is an Affirmative Action Employer. Applications or inquiries should 

be filed by January 15, 1981 and should be directed to Alan R. Cerf, Chairman, Accounting, 350 | 
Barrows Hall, University of California, Berkeley, Berkeley, СА 94720. 


GEORGE WASHINGTON UNIVERSITY School of Government and Business Administration 
is seeking applications for faculty positions.in accounting at the Assistant and Associate Professor 
levels. Candidates should have their Doctorate completed by December, 1981 and be able to teach 
both graduate and undergraduate courses with a potential for teaching excellence and be capable 
of research leading to publication in professional journals. George Washington University is an 
equal opportunity affirmative action employer. Women and minorities especially are encouraged 
to apply. Highly competitive salary with excellent benefits. Please send vita to Professor Anthony J. 
Mastro, Chairman, Department of Accounting, 21st & G Streets N.W. (Room 209) Washington, 
D. ©. 20052. 


NORTH CAROLINA STATE UNIVERSITY invites applications for tenure track positions in 
accounting beginning in the Fall 1981. Appointments will be considered at any rank depending upon 
the candidate's qualifications and experience. Ап earned doctorate is required, although advanced 
ABD’s will also be considered. A professional certification is highly desired. Salary is competitively 
appropriate for rank. We desire applicants who are committed to teaching | and demonstrate ability 
in (or potential for) research and publication. Candidates with an interest in auditing and financial 
accounting are especially encouraged to apply; however, all specialities will be considered. Send 
resumés to: Dr. Carl J. Messere, Chairman of the Accounting Search Committee, Box 5368, North 
Carolina State University, Raleigh, North Carolina 27650. North Carolina State University is an 
equal opportunity/affirmative action employer. 


TEACHING VACANCIES IN ACCOUNTING IN SAUDI ARABIA: The Institute of Public 
Administration, Riyadh, has vacancies for qualified Arab instructors in accounting. Ph.D. in 
accounting but Master’s degree with sufficient experience will be acceptable. Salary according to 
qualifications and experience; free furnished accommodation; paid leave for 45 days a year; round 
trip tickets every year for the family (maximum of four) from place of appointment/residence to 
Riyadh and back; free medical service at public hospitals: No income tax in Saudi Arabia. Interested 
persons should send their credentials including authenticated academic and experience certificates 
to The Institute of Public Administration, P.O. Box 205, Riyadh (Saudi Arabia). 
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MIAMI UNIVERSITY (Oxford, Ohio) seeks candidates for the Ernst & Whinney Visiting Pro- 
fessorship for the 1981-82 academic year. Candidates should have evidence of research and pro- 
fessional contributions, and currently hold the rank of at least associate professor. Small classes. 
800 junior and senior undergraduate majors, with Masters in Accountancy program beginning. 
Strong professional orientation. Contact Charles G. Carpenter, Chairman, Department of Ac- 
countancy, School of Business Administration. Miami University, Oxford, Ohio 45056. 


MIAMI UNIVERSITY (Oxford, Ohio) seeks to add faculty at the rank of assistant professor for, 
September, 1981, or January, 1982. Candidates should be nearing dissertation completion. Com- 
petitive salary. Small classes. 800 junior and senior undergraduate majors, with 35 majors in the 
MBA program. Quality teaching and contributions to the profession and/or to research emphasized. 
Strong professional orientation. Contact Charles G. Carpenter, Chairman, Department of Ac- 
countancy, School of Business Administration, Miami University, Oxford, Ohio 45056. . 


UNIVERSITY OF SOUTH FLORIDA is seeking applications for faculty positions in accounting. 
Preference will be given to persons holding the Ph.D. for DBA degree or expecting completion by 
September 1981. Two positions are available at the Assistant or Associate Professor rank on the 
Tampa campus for persons interested in auditing systems, managerial, or financial accounting. 
Other positions are available on the regional campuses at Ft. Myers, Sarasota, and St. Petersburg 
at the Assistant, Associate, or Professor rank. The University of South Florida is an affirmative 
action/equal opportunity employer. Please send vitae to Robert J. West, Chairman, Department 
of Accounting/Law, College of Business Administration, University of South Florida, Tampa, 
FL 33620. 


ASSISTANT PROFESSOR OF ACCOUNTING. Faculty position open beginning in September 
1981. Desired fields are: financial accounting, auditing, and tax accounting. Responsibilities 
include teaching some introductory courses. A strong commitment to excellent teaching is most 
important. Ph.D. desired but will consider a candidate who is ABD or a candidate with an MA and 
CPA. Teaching load is 12 hours. Salary is competitive with other four-year colleges. An equal 
opportunity employer. Contact: Matthew A. Stephenson, Chairman Department of Economics 


and Accounting, Wofford College, Spartanburg, South Carolina 29301. 


INDIANA UNIVERSITY invites applications for faculty appointments at the assistant and 
associate levels. The Accounting Department operates as a single unit with two geographical loca- 
tions 50 miles apart. New faculty may select Indianapolis or Bloomington as their home base. 
Multiple opportunities exist on both campuses. Teaching assignments are flexible; research is 
strongly supported. Doctorate/early completion required for assistant professorships. Established 
classroom performance and research reputations required for associate appointments. Indiana 
University is an affirmative action/equal opportunity employer. Contact Earl A. Spiller, Jr., 


. Chairperson, Department of Accounting, School of Business, Indiana University, Bloomington, 
'IN 47405. i 


EAST TEXAS STATE UNIVERSITY, Department of Accounting, invites applications for 
positions at the Assistant/Associate Professorial rank. Candidates should have effective teaching 
ability, earned doctorate in accounting, and appropriate certification(s). The individuals should be 
committed to maintaining strong, high-quality undergraduate and MBA Programs. Applicants 
should be effective communicators and interested in participating in student and professional 
activities. Salary is competitive and the work-living environment very pleasant. East Texas State 
University is a regional university located east of Dallas. Interested parties should send vita and 
references to Dr. Joseph J. Joseph, Jr., Department of Accounting, East Texas State University, 
Commerce, Texas 75428 by October 31, 1980. An Equal Opportunity/Affirmative Action 
Employer. 


THE UNIVERSITY OF ALASKA, Anchorage has two tenure-track accounting positions avail- 
able beginning September, 1981. Candidates should have the appropriate doctorate (or A.B.D. 
with a firm completion date) and demonstrated teaching abilities. The School of Business and 
Public Administration offers both undergraduate degrees with most of the faculty holding appropri- 
ate doctorates. The climate of Anchorage is quite mild as compared to the Midwest and Northeast. 
Outdoor recreation activities are unlimited and the scenery is spectacular. Closing date is December 
31, 1980 ór until suitable applicants are found. Contact Dr. Harold M. Nix, School of Business 
and Public Administration, University of Alaska, Anchorage, 3221 Providence Drive, Anchorage, 
заа 99504. Telephone (907) 263-1768. The University of Alaska, Anchorage, is an EO/AA 
mployer. 





MICHIGAN TECHNOLOGICAL UNIVERSITY invites applications for positions in Áccount- 
ing beginning September, 1981. Positions in 1) Financial and Managerial Accounting, 2) Auditing 
and Information Systems, and 3) Tax Accounting. Ph.D. preferred or ABD for Assistant Professor. 
Demonstrated research/publications/Ph.D./CPA required for Associate or Full Professor. Salary 
competitive. Write to Dr. David A. Erickson, Department of Accounting and Finance, School of 
Business, Michigan Technological University, Houghton, Michigan, 49931, (906) 487-2668. 
Michigan Technological University is an Equal Opportunity Education Institution/Equal Oppor- 
tunity Employer. 


CHAIRPERSON, Department of Accounting, Suffolk University, School of Management, 
Boston, MA, Application/nominations are invited for the position of Chairperson, Department of 
Accounting. The Department offers an undergraduate degree in Accounting for approximately 
400 majors and provides instruction for other undergraduate/graduate programs. Ph.D. or D.B.A. 
in Accounting and teaching experience required. Teaching experience, C.P.A., C.M.A. and business 
experience desired. Rank and salary open based on qualifications. Applicant should be available 
for appointment no later than Fall, 1981. Inquiries and resumés should be directed to the Assistant 
Dean, School of Management, Suffolk University, 47 Mt. Vernon Street, Boston, MA 02114. 
(phone: 617-723-4700, extension 332). An equal opportunity/affirmative action employer. 


SUFFOLK UNIVERSITY, Boston, Massachusetts. The School of Manágement's Accounting 
Department has tenure-track positions available at assistant and associate professor levels to teach 
undergraduate/graduate courses in managerial and/or financial accounting. Ph.D. or D.B.A. in: 
Accounting required; A.B.D.s in advanced dissertation stage will be considered. Other professional 
certifications and business experience desirable. Inquiries and resumés should be directed to As- 
sistant Dean, School of Management, Suffolk University, 47 Mt. Vernon Street, Boston, MA 02114. 
(phone: 617-723-4700, extension 332). An equal opportunity/affirmative action employer. 


ASSOC/FULL PROF ACCTG. Tenure track position. Begin Sept. '81. Doctorate in Acctg. 
Complete undergraduate accounting program with 350 majors. Emphasis on teaching excellence; 
research encouraged; teaching and/or bus. exper. desired. Competitive saláry schedule with 
excellent fringe benefits. Loc. small college town near Phila. Deadline Date: Nov. 30, 1980. Send 
resumé to: Eugene C. Hassler, Chairman, Department of Accounting, West Chester State College, 
West Chester, PA 19380. EOE/AAE. 


DBA student, MBA, CPA 44 years Big Eight experience and-3 years university teaching experience 
seeking a teaching position to begin Fall 1981. Minor areas completed and ABD status anticipated 
Summer 1981. Seeks an institution stressing excellent classroom instruction. Requests information 
on institution and area. : 


` WESTERN MICHIGAN UNIVERSITY is seeking applicants for openings in the Department of 
Accountancy beginning in January, 1981 and later. Expected positions are at the Assistant and 
Associate level. Applicants should possess or have nearly completed an appropriate doctoral, 
degree. Professional certification is desirable. Rank and salary will depend on applicant's qualifica- 
tions. The school offers both a Master of Business Administration and a Master of Science in 
Accountancy degree and is AACSB accredited. Apply to: Dr. William В. Welke, Chairman, 
Department of Accountancy, Western Michigan University, Kalamazoo, Michigan 49008. Western 
Michigan University is an Equal Opportunity Employer. In addition, it has embarked upon an 
Affirmàtive Action Program and wishes to solicit the applications of women and members of 
minority groups who are qualified for this position. : 
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MEIGS’ NEW FIFTH EDITION... 


“THE NEW STANDARD OF 


ACCOUNTING: 
THE BASIS FOR 
BUSINESS DECISIONS 


Walter B. Meigs, 


University of Southern California, and 


Robert F. Meigs, san 


Diego State University 
1981, 1034 pages (tent.) 


Acclaimed for its readable, 
balanced coverage of accounting 
concepts and working procedures 

.for the superb selection of 
questions, exercises, and 
problems. . .for the emphasis оп how 
decision makers interpret and use 
accounting information . 

Now with a new, more open and 
attractive format, ‘the fifth edition 
offers: 

* a revised treatment of inflation 
accounting, focusing on FASB 
Statement #33, with emphasis on the 
interpretation of this information by 
users of financial statements. 

* Extensively revised chapters on 
managerial accounting, stressing 
the use of cost information by 
managers. 


* Current, realistic prices, interest 
rates, and profit levels incorpcrated 
throughout the text and supplements. 

• Increased examination of tax 
planning and the impact of current 
tax rules and rates upon business 
decisions and individuals. 

* A reworked discussion of cost 
accounting systems, presenting 
both jot and process cost systems, 
with an emphasis on basic concepts, 
almost all new problems, and 
simplified examples. 

e A new appendix, with problems,. 
covering applications of present 
value and demonstrating the use of 
present value tables. 

* A brief, new, optional section on 
reversing entries, with problems. 


EXPANDED 
LEARNING FEATURES 


* New problems and exercises, 
with a mathematical level suitable to 
a wider range of students. 

e New real-world cases ('‘Illustra- 
tive Cases") integrated throughout 
the text body, illustrating applications 
of accounting theory. 

* Many new diagrams and illustra- 
tions. 





EXCELLENCE. 


THE MOST COMPLETE 
SUPPLEMENT PACKAGE 
IN ACCOUNTING 

Study Guide, Partially completed 
Work Sheets for A and B problems, 
Blank Accounting Forms, Two 
Practice Sets, Learning Cbjectives, 
Solutions Manual, Two sets of 
Achievement Tests and 
Comprehensive Exams, Instructór's 
Guide, Additional Examination 
Questions, with The Examiner 


- System, Visual Classroom Displays, 


Overhead Transparencies, a 
video/print course in accounting. 


THE MEIGS PACKAGE IS 


` AVAILABLE FOR YOUR 
` EXAMINATION IN DECEMBER, 


1980. . . IN TIME FOR YOUR 
JANUARY CLASSES. 


iccounting 





COLLEGE DIVISION 
McGraw-Hill Book Company 
1221 Avenue of the Americas 
New York, NY 10020 


An Index to the 
ACCOUNTING. REVIEW 


1926-1978 


Quarterly Journal of the. 
AMERICAN ACCOUNTING ASSOCIATION 
and 
Papers and Proceedings of the — 
American Association of University Instructors of Accounting 
1917-1925 


PREPARED BY GARY JOHN PREVITS AND' BRUCE COMMITTE 


This new work succeeds the first cumulative Index to the Review, published 
in 1951, and two supplements which have been out of print for some time. 
The present volume will improve access to articles and book reviews ap- 
pearing in THE ACCOUNTING REVIEW and its predecessor publications. Over. 
2,000 authors, 4,000 articles, and 3,200 book reviews are cited: 


| Professors Previts and Committe “have е! in 
putting together an indispensable reference. work for 
- anyone who has an interest in the accounting literature." 


From the Preface by 
Stephen A. Zeff, Editor, 
THE ACCOUNTING REVIEW —. 


ISBN 0-86539-037-1 


Published by 
The American Accounting Association 
5717 Bessie Drive 
Sarasota, FL 33583 


Price: Members $25 . .Nonmembers $50 ` 





/ ba PUBLISHING COMPANY... Created for | 
One Reason-to Meet Your Business Text Needs.. 
And Ready to Meet Your Students' Accounting Needs with These Fine И 


^ Texts for 1981.. 


AVAILABLE IN JANUARY 1981. 


CCOUNTING BASICS : 

J. Owen Cherrington, Brigham 
Young University 

А clear, concise, and practical 

introduction to basic accounting 
procedures for non-majors courses in 
vocational education and continuing 
education as well as for secretarial 
skills courses in two-year and four-year 


schools. A simple, step-by-step approach 
features clear explanations, definitions, 


and many illustrations and real-life . 
examples. Each chapter includes 
numerous class-tested questions, 
exercises, problems, and homework 
material. 480 pages. 


AVAILABLE IN FEBRUARY 1981 


DP: CONTROLS AND 

AUDITING, THIRD EDI- . 
TION W. Thomas Porter, Touche 
Ross & Company; and William E. 
Perry, Accountarits Computer Users 
Technical Exchange (ACUTE) 

Still one of the definitive works 
on EDP for both students and prac- 
titioners, this book overviews the 
standards, current technology, 
software, practice, and advanced - 
techniques of the field, focusing оп . 
control and impact on the auditor. 
New topics include the latest GAO 
and ПА Standards, the Foreign Cor- 
rupt Practices Act, more coverage of 
auditing in the data base environ- 
ment, transaction flow analysis asa - 
review and evaluation tool, and find- 
ings ofthe recent SAC study on 
audit practices. 300 pages. 
Paperbound. 


Lu 
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AVAILABLE IN FEBRUARY 1981 


ASES IN FINANCIAL 
REPORTING 

Charles H. Gibson, University of 
Toledo; and Patricia A. Boyer, 
Oregon State University 

This book preserits 95 cases of 
varying length and complexity, all. 
prepared from actual financial state- 
ments and reports to the SEC. Cases, 





a 


. which are based on factual situations, 


emphasize current and basic issues, 
and require analysis and decision- 
making rather than entry-making. 320 
pages. Paperbound. Extremely com- 
prehensive and thorough Instructors’ 
Teaching Notes accompany the 


casebook. 


AVAILABLE NOW 


'HORTENED CPA LAW 
REVIEW, FIFTH EDITION 


` George C. Thompson and Gerald P. 


Brady, both Columbia University 
An extensive revision that re- 
sponds to changes in the law and in 
the format of the CPA exam itself. Ма: 
terial on bankruptcy and secured ` 
transactions is entirely rewritten, and 
coverage of commercial paper is ex- 


. panded. Significant statutory changes 


are reflected in the coverage of ac- 
countants’ legal responsibility (The 
Tax Reform Act of 1976), federal secur 
ities regulation (The Foreign Corrupt, 


_ Practices Act of 1977), and regulation 


of employer-employee relationships 
(The Social Security Act of 1977). 600 
pages. 


KENT PUBLISHING COMPANY : 





L& NT PUBLISHING COMPANY.. -Already Working 
à for You with These Recently Published Titles... 





N 


FINANCIAL ACCOUNTING: Concepts and Principles 


. David Е Fetyko, Central Michigan State University 
780 pages. 1980. Supplementary Materials for the Student: Study  - 
Guide, Working Papers, Practice Set, Check Figures. Supple- 
mentary Materials for the Instructor: Instructor's Manual, So-. 
lutions to Practice Set, Transparencies, Test Bank, Unit Quizzes. 


INTERMEDIATE ACCOUNTING 
Loren A. Nikolai, University of Missouri at Columbia; 
Richard С. Schroeder, Texas A & M University; ` 
John D. Bazley, University of Denver; and - 
Issac N. Reynolds, University of North Carolina at 
. Chapel Hill 
1,056 pages. 1980. Supplementary Materials for the Student: __ 
‘Study Guide, Working Papers, Check List. Supplementary Mate- . 
rials for the Instructor: Solutions Manual, Test Bank, Transparen- 
cies, Newsletter—The Intermediate Account. 


INTRODUCTION TO NONPROFIT ORGANIZATION 
ACCOUNTING 
Emerson O. Henke, Baylor University 
512 pages. 1980. Instructor's Manual. 
` MANAGERIAL ACCOUNTING, Second Edition ` ^ 


Joseph С. Louderback, III, Rensselaer Polytechnic 

Institute; and 

Geraldine F. Dominiak, Texas Christian University 
652 pages. 1978. Instructor's Manual. - 


A PROGRAMMED GUIDE TO TAX RESEARCH 1 


James E. Parker, University of Missouri at Columbia 
270 pages. Spiralbound. 1979. Instructor’ s Manual. 


Examination copies of these texts are available fór adoption 

. consideration on request; please indicate course title and text 
presently in use. Please write to David McEttrick, Senior Editor, at 
the address below. 


Lg 
NN 


. KENT PUBLISHING COMPANY 


20 Providence Street, Boston, Massachusetts 02116 





Auditing: 

Philosophy and Technique 
Second Edition 

John W. Cook and Gary M. Winkle . 
both of Georgia State University 


610 pages , Instructor's Manual 
Now available 


Cook and Winkle offer a balanced presenta- 
tion of the concepts and procedures of 
auditing. The Second Edition discusses the 
latest issues influencing the profession, and 
features many new illustrative audit pro- 
grams, flow charts, working papers, and 
statistical applications to enhance student 
understanding. 


Advanced Accounting: 
"Theory and Practice 


James B. Cameron 

Brigham Young University 

Charles J. Woelfel | 

University of North Carolina, Greensboro | 
James W. Pattillo 

Manager, Crowe, Chizek & Company, CPAs 
816 pages * Solutions Manual • Student 
Check Sheets for Problems * 1979 


The new model for advanced courses that 
treats not only traditional topics but also ac- 
counting and reporting practices of selected 
nonregulated and regulated industries. 


Cost Accounting: 
Principles and Managerial 
Applications, Fourth Edition 


Gerald Crowningshield, Emeritus, and 
Kenneth А. Gorman, both of Rider College 
819 pages * Instructor's Manual * 1979 


Forthe Fourth Edition of this well-established 
text, Crowningshield and Gorman have 
added three new chapters on quantitative 
methods as well as discussions of zero-base 
budgeting and yield variances. 


Contemporary Issues in Cost 
and Managerial Accounting: 
A Discipline in Transition 


Third Edition 

Edited by Hector R. Anton, Emeritus ' 
University of California, Berkeley 
Peter A. Firmin and Hugh D. Grove 
both of University of Denver ` 

608 pages * 1978 


Basic Cost Accounting Concepts 
Henry R. Anderson 

California State University, Fullerton 
Mitchell H. Raiborn, Texas Tech University 
633 pages * Instructor's Manual with 
Solutions • Test Bank * 1977 


For adoption consideration, request examination copies 
from your regional Houghton Mifflin office. 


«X Houghton Mifflin 


Dallas, TX 75234 Geneva, IL 60134 Hopewell, NJ 08525 ; Palo Alto, СА 94304 Boston, MA 02107 


Harper & Row enters the accounting 
field with class.. 


INTRODUCTION. TO FINAN CIAL 


ACCOUNTING 


KIRKLAND A. WILCOX AND JOSEPH G. SAN MIGUEL 


Heres а new text that provides up-to-date, 
comprehensive coverage of the entire fi- 
nancial reporting process stressing con- 
cepts rather than procedures. In addition to 
the basics, it includes special sections that 
give your students timely, relevant informa- 
tion on such topics as accounting for leases 
and pension costs...the auditors report... 
accounting for the effects of inflation.. 

price-level adjustments..:and asset valua- 
tion alternatives. Features learning objec- 
tives; lists of key terms; chapter summaries; 
three “live” financial statements; an exten- 


sive glossary; over 700 questions, problems, 
and exercises; eight discussion cases; and 
two special continuing problems that take 
the student step by step through the com- 
plete accounting process. 

A broad range of supplementary materials 
is available—Study Guide * Instructor's 
Manual * Working Papers * Transparencies * 
Practice Set * Solutions to Practice Set * and 
Test Bank. 


ISBN 005045101 784 pages. 1/80. - 


CONTEMPORARY AUDITING 


LARRY P BAILEY 


Distinguished by a flexible Systeme ap- 
proach that applies to auditing any financial 
account that a business may have, this well- 
organized text discusses the CPAS role in 
examining the financial statements of a 
business enterprise from foür perspectives: 
the audit environment, auditing tools and 
the concept of systems evaluation, auditing 
' specific accounts, and preparing the report. 


` ISBN 0-06-040446-9. 720 pages. 


ADDITIONAL HIGHLIGHTS * Careful ad- | 


herence to professional pronouncements * 
Numerous quotes from the literature * chal- 
lenging problems and exercises * Appen- 
dixes that include basic statistical concepts 
and illustrations of reports. 

Solutions Manual. 


2/80. 


To Accompany Any Basic Auditing Text— 
IMPERIAL SPORTSWEAR, INC. 


: An Audit Case Problem 


STEPHEN L. FOGG 


This audit case lets the student apply thé 
evidence-gathering and analysis techniques 
taught in basic auditing courses to the de- 
velopment of a set of working papers. The 
case requires ony 10-12 hours to complète 


and is ideal for use with Baileys Contempo- 
rary Auditing, 


ISBN 0-06-042107-X. 65 pages plus work- 
ing papers. 4/80. 


A cHarper & Row 


To requ: uest examination copies, "write to Suite 3D, Harper & Row, 10 East 53d Street, New York, N.Y. 
10022. Please include course title, enrollment, and present text. 


COST ACCOUNTING 


James A. Cashin, Emeritus 
Professor, Hofstra 
University, and Ralph S. 


Polimeni, Hofstra University - | 


896 pages (tent.), $21.00 
(tent.); instructors Manual, 
Study Guide, Practice 
Set—Process Costing, 
Practice Set—Job Order 
Costing, Test and 
Examination Questions 
Booklet 


This new text covers all 
major areas of cost 
accounting and analysis in 
manufacturing and 
non-manufacturing 
organizations, and includes 
special topics such as the 
use of EDP processing, 
PERT, human resource 
accounting, and linear 
programming. By first 
covering the fundamental 
concepts and techniques of 
product costing systems in 
Chapters 1—12, the authors 
prepare students for the 
more complex areas of cost 
analysis in Chapters 13-24. 
Extensive illustrations, 
exercises, and problems 
give students opportunities 


New for 1981 


PRINCIPLES OF - 
FEDERAL INCOME 
TAXATION 


Donald H. Skadden, 
University of Michigan, and 
Dennis J. Gaffney, 
Michigan State University 
750 pages (tent.), $20.00 
(tent.); Instructor's Manual 


Appropriate for 
non-accounting and 
accounting majors in the first 
tax course, this new text 
presents the major tax 
provisions involving 
individual and corporate 
taxpayers, emphasizing that 
many items of gross income 
and deductions are common 
to both. In addition, the text 
focuses on the statutory law 
and examines major tax 
cases and administrative 
pronouncements, with brief 
attention to areas of - 
controversy. Numerical 
examples (300 in total) and 
flowcharts provide students 
with visual reinforcement of 
difficult concepts, and 
excellent end-of-chapter 
problems (400 in total) 
further support text material. 


ACCOUNTING: - 
A Survey 


Henry E. Riggs, Stanford 
University 


576 pages (tent.), $16.95 


(tent.); Instructors Manual 


Ideal for present and future 
users of accounting 
information, this text surveys | 
financial, managerial, and 
cost accounting, stressing 
concepts and uses of 
accounting information 


_ rather than accounting 


mechanics. It presents key 
accounting problems and 
issues before introducing 
detailed accounting rules in 
Chapter 4, thus enabling 
students to understand the 
limitations and biases of 
accounting information prior 
to learning the rules. Among 
its outstanding learning 
features are cases, drawn 
from real-world business and 
non-profit organizations; two 
optional, extended exercises 
(practice cases); end-of- 
chapter summaries; lists of 
new terms; problems; and 
discussion questions. 


NW /K College Division Ё 
e [ТТ McGraw-Hill Book Company 
4 221 Avenue of the Americas 
| ЧІ New York, N.Y. 10020 


to apply skills they have 
learned to problem situations. 





Prices subject to change. 


IRWIN Countdown 
for 1981 






FUNDAMENTALS OF FINANCIAL 


ACCOUNTING, - 
THIRD EDITION 


Robert N. Anthony, Harvard University and 
Glenn A. Welsch, University of Texas at Austin 
Includes: Study Guide 
. Working Papers 
Practice Set 








FUNDAMENTALS OF MANAGEMENT 
ACCOUNTING, 
THIRD EDITION 


` Glenn A. Welsch and Robert N. Anthony 
Includes Study Guide 


When requesting examination copies for adoption considera- 
tion, please indicate course title and text presently used. 


Richard D. Irwin, Inc. 
HOMEWOOD, ILLINOIS 60430 





HBJ announces a 
joint venture 
in accounting theory! 


Accounting Theory 


AHMED BELKAOUI 
University of Illinois, Chicago Circle 


This new and up-to-date textbook on account- 


ing theory provides students with the prin-. 


. сіра] approaches to current accounting 
theory —its formulation, its basic structure, 
and its future scope. The book also covers 
alternative valuation and financial statement 
models. In presenting various approaches to 
accounting theory, Professor Belkaoui thor- 
oughly surveys the literature and evalu- 
ates recently presented models. — 


Accounting Theory features: 

= Coverage of current issues, including a 
discussion of new approaches, valuation 
models, and ways in which accounting theory 
deals with inflation. 

" A discussion of the social and economic 
context in which theory is developed. 

= A comparative view in Chapter 5 that ex- 
amines the Canadian and British experi- 
ence in formulating a conceptual framework 
along with the U.S. experience. 


= Numerous theoretical and applied prob- 
-lems, many of which are adapted from recent 
professional exams. 

Paperbound: 320 pages (probable) 
Publication: January 1981 

Solutions Manual with solutions to all 
problems and answers to the questions 





Accounting Theory and Policy 
A Reader 

ROBERT BLOOM, 

College of William and Mary 

PIETER T. ELGERS, 

University of Massachusetts, Amherst 


This collection of 39 articles emphasizes 
theory formulation and the policy conse- 
quences flowing from theoretical positions. 
The readings progress from discussions of 
the nature of theory and the objectives of 
financial statements (Parts I and II), to more 


‘specific questions of income determination 


and asset valuation, forecast reporting, 
human asset accounting, and other timely 
topics (Parts III, IV, and V). This reader 
brings together many of the articles that will 
be of value for accounting theory courses. 
Paperbound: 448 pages (probable) 
Publication: January 1981 

Prepublicatión examination copies available 
in November | 


H.ARCOURT BRACE JOVANOVICH, INC. 
New York · San Diego- Chicago: San Francisco: atlanta 


For Today's Accounting Student... 


PRINCIPLES OF ACCOUNTING (new) 


James J. Benjamin, Texas A&M University, Arthur J. Francia, University of Houston 
& Robert H. Strawser, Texas A&M University 


SURVEY OF ACCOUNTING (new) 


James J, Benjamin, Texas A&M University, Arthur J. Francia, University of Houston ` 
& Robert H. Strawser, Texas A&M University 


FINANCIAL ACCOUNTING Third Edition (new) 


James J. Benjamin, Texas A&M University, Arthur J, Francia, University of Houston 
& Robert Н. Strawser, Texas A&M University _ 


MANAGERIAL ACCOUNTING Third Edition (new) 


- Arthur J. Francia, University.of Houston & Robert Н. Strawser, Texas A&M University 


READINGS AND CASES IN AUDITING Revised Edition (new) 


Thomas D. Hubbard, University of Nebraska, David J. Ellison, Kansas State University, 
& Robert-H. Strawser, Texas A&M University 


Е ACCOUNTING INFORMATION SYSTEMS (new) 


Richard Lindhe, Northeastern University & Steven D. Grossman, Texas A&M University 


SHORT AUDIT CASE (new) 
Gregory C. Yost, University of West Florida 


PRACTICE PROBLEM 1 For Use With Intermediate Accounting (new). 
James J. Benjamin & Stanley H. Kratchman, Texas A&M University 


PRACTICE PROBLEM II For Use With Intermediate Аали (new) 
James J. Benjamin & Stanley H. Kratchman, Texas A&M University 


CASE PROBLEMS IN FINANCIAL ACCOUNTING (ieu) 
Thomas R. Dyckman & Robert J . Swieringa, Cornell University ` 


CURRENT COST ACCOUNTING: Identifying the Issues 
A Book of Readings (2nd Edition) Edited by G. W. Dean & M. C. Wells, 
University of Sidney 


For Professional Development and MBA Programs... 


THE EXECUTIVE'S GUIDE TO MANAGEMENT ACCOUNTING 
AND CONTROL SYSTEMS 


William Rotch, Brandt В. Allen & C. Ray Smith, Colgate Darden radiate School 
of Business Administration, University of Virginia 


When requesting examination copies for adoption consideration, please 
indicate course title and text(s) currently in use. 


dame publications, inc. 


P.O. Box 35556 Houston, Texas 77035 





IRWIN Countdown 
for 1981 






COLLEGE ACCOUNTING FUNDAMENTALS 
` REVISED EDITION 


James Don Edwards, University of Georgia, and 
Lynn Bergold, North Carolina State University 





CAREER ACCOUNTING 


James Don Edwards and Lynn Bergold  . MD 


(A reprinting of the first eleven Chapters of 
| College Accounting Fundamentals, Rev. Ed.) 


Includes: Study Guide, Working Papers, and 
Practice Sets for both volumes 

















FINANCIAL MANAGEMENT OF NONPROFIT 
ORGANIZATIONS 


Regina E. Herzlinger, Harvard University 


A SURVEY OF BASIC ACCOUNTING, Third Edition 

R. F. Salmonson, Michigan State University, Roger H. 
Hermanson, Georgia State University, апа James Don Edwards 
Includes Study Guide and. Working Papers | 


FEDERAL TAXES AND. MANAGEMENT DECISIONS | 
Ray M. Sommerfeld, The University of Texas at Austin 


ADVANCED ACCOUNTING: A Professional Approach 
James E. Wheeler, University of Michigan 


‘When requesting. ‘examination copies for adoption consideration, please 
indicate course title anat text presently used. 


- Richard D. Irwin, Inc. : 
| HOMEWOOD, ILLINOIS 60430 








No Deductions 
This practical text is a 

complete introduction to the 
world of taxation 


INTRODUCTION TO FEDERAL 
TAXATION, 1981 Edition 

William L. Raby, Touche Ross & Company 
Victor H. Tidwell, Arizona State University 
This is the one text that really cuts through the red tape and presents 
students with a practical, interesting approach to the many facets of 
taxation. Students are exposed to a broad range of federal taxation 
realities, with strong emphasis on planning and how taxes interrelate 
with daily life situations that the reader can readily appreciate and 
understand. | ; 
Following an introduction to some of the fundamental taxation rules, 
the text stresses the interaction of personal and business financial 
decisions with the federal tax results. In order to examine almost all tax 
situations affecting the average taxpayer/ businessperson, the text 
employs a hypothetical figure who works, lives, pays taxes and makes 
decisions that have direct bearing on his tax liability. Use of this figure 
makes it easier and more interesting for students to grasp the main 
content of the text, and helps to reinforce key tax principles. . 
Raby and Tidwell have done a superb job of bringing their owri wealth 
of experience to this new text. The result is a book filled with “real life” 
problems and situations, instead of a dry compilation of tax rules. 
These rules, which are constantly being altered by Congress, are given 
as a means to an end, not as an end themselves. 
To enliven class discussion, an incisive, pertinent cartoon opens each 
chapter, and boxed "Tax Planning Tips" highlight covered material. 
Chapter-end problems are designed to give students tangible evidence 
of the effects of personal and business decisions on the tax impact and 
to show the importance of tax planning. Also utilizes many graphs and 
drawings throughout. Ideal for future accountants, future tax con- 
sultants — AND IMPORTANTLY — for all future taxpayers. 
1980 640 pp. (est.) Cloth 


For further information, or to order or reserve examination 
copies, please write: Robert Jordan, Dept. J-666, Prentice-Hall, 
Inc., Englewood Cliffs, NJ 07632 

For *SUPER-QUICK" service dial TOLL FREE (800) 526- 
0485," between 9:00 a.m.-4:30 p.m. EST, Mon.-Fri. 


*not applicable in New Jersey, Alaska, Hawaii or Puerto Rico. 








Prentice-Hall 





he new standard 
in accounting 


PRINCIPLES OF 


‘ACCOUNTING. 
| Belverd E. Needles, Jr. 

DePaul University ` 
Henry R. Anderson | 
"California State University, Fullerton 
James C. Caldwell 

Arthur Andersen & Company, Dallas 


About 1,000 pages * December 1980 

Instructor's Solutions Manual * Set of 

| Transparencies (free upon department 
adoption) * Achievement Tests (free in 
quantity to adopters) • Test Bank ° Com- 
puterized Test Bank * Working Papers & 

‘Selected Review Problems IA, IIA, IB, IIB 
Study Guide * Practice Sets I, II, and III 


"with Solutions Manual « Computerized 


Practice Set with Solutions Manual 
Checklist of Key Figures (free in quantity | 
to adopters) 


* Complete, fully integrated teaching and 
learning package 

* Step-by-step instruction toward mastery 
of Learning Objectives 

. Clear, readable style 

* Balance of concepts and procedures 


For adoption consideration, request an examination 
package from your regional Houghton Mifflin office. 


A : | | в a 
<<\ Houghton Mifflin 
Dallas, TX 75234 / Geneva, IL 60134 / Hopewell, NJ 08525 
Palo Alto, CA 94304 / Boston, MA 02107 ` 








EUGENE C. BALLARD — MAY 77 
STEVEN Е. WEYNAND — NOV 75 
JOHN E. ALLERSON — NOV '75* 
MARK A. HELLERSTEIN — NOV ‘74 
JAMES ZILKA — NOV '72 
GEORGE MATTERS — MAY ‘71 
BRYANT D. STRINGHAM — MAY '67* 





`~ 2nd* in the USA 


YOU PROVIDE THE TALENT, 


WE'LL PROVIDE THE CLASS. 


4200 of our former students successfully 
completed the CPA exam, from one to four 
parts, in November 1979 which represents - ATUNTA AA E23 2998: NAA bee sudor 


f the AUSTIN ` _ 5124724889 Ft.Leuderdale 2305 888-2646 
. of those BALTIMORE 301 837-8442 414 276-7271 
' passing BOSTON-Dwntwn 617 536-1440: 
in the Canton 617 536-1440 NASHVILLE, 615 248: 
64 


For тоге information on the course call: 


*BUFFALO 716 6334178 NEWARK 
*CHARLESTON 304 343-6898 NEW ORLEANS 


524-58 
CHARLOTTE 704 375-3051 NEWYORK. 212 594.0822 
44,000 o our students have passed the CHICAGO-Loop “Long Isand 2125642651 
A e Des Pisines *NORFOLK - 804 627-0057 
last part of the CPA exam since 1959. сйшенздё 2122995523 OKLAHOMA CITY 405 235.5850 

5 INCINNA' T * B e 

" wae CLEVELAND 216 696-0969 PHILADELPHIA 215 735-3520 
Located in 75 cities throughout the USA, students Akron 216 434-1171 Trevose 215 735.3520 
f the Becker CPA Review Course have been COLUMBUS 6192223290 Chat HP. — 219 715 3620 
9 Р С - PHOENIX 602 264-9794 


passing the CPA exam with flying colors since . PITTSBURGH. 2412 471-4332 


3 313 477-2181 *RICHMOND 804 257-4144 
1959. No wonder, then, that the Becker aperar 2092347002 “ROCHESTER 7163864050 
f H ae NT! 1 М 
CPA Review Course is respected and "in a- BAOTEONO US SUS MOREA ST LODS 314 421-8200 
dos LER Fairfield 203 246-0488 “SALT LAKE CITY 801 466-7341 
class by itself. HONOLULU 8085215818 SANANTONIO 512 224-1321 
. HOUSTON 7136927186 SANDIEGO . -714 291.0818 
INDIANAPOLIS 3178465581 SAN FRANCISCO 415 543-1610 
" JACKSONVILLE 904 724-8112 SAN JOSE 
Classes Begin KANSAS CITY 8165516776 *SAN JUAN 
December 15th 'LOSANGELES 2138724873 “SOUTH BE 
4 SOUTH BEND 
ecember t Santa Апа - 714 5419311 TAMPA 
San Bernardino 714 885-0971 STOLEDO 
Van Nuys 2139863321 "TUCSON 802 327-844: 
LOUISVILLE 5025824022 WASHINGTON DC 202 331.1418 
MEMPHIS 901 527-9640 *WICHITA 316 264-2276 
NATIONAL HEADQUARTERS: "Summer Term Only 
15760 VENTURA BOULEVARD 
ENCINO. CALIFORNIA 91436 





American Accounting Association 


PAUL L. GERHARDT, Administrative Secretary 
5717 BESSIE DRIVE, SARASOTA, FLORIDA 33583 


Publications 


(Monographs—Nos. 1, 2, 4, 5, and 7 are out of stock.) 


Monograph-No. 3, AN INTRODUCTION TO COR- 
PORATE ACCOUNTING STANDARDS by W. A. 
Paton and A. C. Littleton, 156 рареѕ.............. 
Monograph-No. 5, STRUCTURE OF ACCOUNT- 
ING THEORY by. A. C. Littleton, 234 рареѕ....... 
Monograph-No. 6, THE PHILOSOPHY OF AUDIT- 
` ING by R. К. Mautzand Hussein A. Sharaf, 248 pages 
PRICE LEVEL CHANGES AND FINANCIAL 
STATEMENTS, CASE STUDIES OF FOUR COM- 
PANIES by Ralph C. Jones, 179 pages. ........... 
PRICE LEVEL. CHANGES AND FINANCIAL 
STATEMENTS, BASIC CONCEPTS AND METH- 
ODS, by Perry Mason, 32 pages. ..... ОБО 
EFFECTS ОЕ PRICE LEVEL CHANGES ON 
BUSINESS INCOME, CAPITAL AND TAXES, by 
Ralph C. Jones, 199 рареѕ....................... 
Booklet-ACCOUNTING AND REPORTING 
STANDARDS FOR CORPORATE FINANCIAL 
STATEMENTS .AND PRECEDING STATE- 
MENTS AND SUPPLEMENTS, 64 pages......... 
THE ACCOUNTING КЕМІЕМ................. 
All issues of this quarterly journal for the years 1976 
through 1979 are available, with the exception of the 
April, 1977, issue. An annual index is bound in the 
October issue for each year. 

Issues prior to January, 1976 must be ordered from: 
Kraus Reprint Corp.— 16 E. 46th St., New York, NY 
10017 
AN INDEX .TO THE ACCOUNTING REVIEW 
1926-78 and Papers and Proceedings of the American 
Association of University Instructors of Accounting 
1917-1925, Prepared by Gary John Previts and Bruce 
Committe, 557 рареѕ................ CPP 
A STATEMENT OF BASIC ACCOUNTING THE- 
ORY by The Committee to Prepare a Statement of 
Basic Accounting Theory, 100 рареѕ............... 
STATEMENTON ACCOUNTING THEORY AND 
THEORY ACCEPTANCE, by The Committee on 
Concepts and Standards for External Financial Re- 
ports, 61 pages....... cece ee eee cee e eee cease 
A STATEMENT OF ACCOUNTING PRINCI- 
PLES, by Sanders, Hatfield, and Moore, 138 pages. . 
TAX PLANNING FOR EDUCATORS by the Com- 


mittee on Tax Information (1978), 96 рареѕ......... І 


ACCOUNTING STUDENTS AND ABSTRACT 
` REASONING by George E. Shute, 71 pages....... 
NOTABLE CONTRIBUTIONS TO THE PERI- 
ODICAL INTERNATIONAL ACCOUNTING 
LITERATURE —1975—78, by the International Ac- 
counting Section of the AAA, 168 pages........... 
` EIGHTY-EIGHT INTERNATIONAL ACCOUNT- 
ING PROBLEMS IN RANK ORDER OF IMPOR- 
TANCE-—-A DELPHI EVALUATION, by George 
M. Scott, 111 pages......ccceeceseccecccccccence 


AAA NON- 
MEMBERS MEMBERS 


$3.00 $6.00 
$3.00 $6.00 
$3.00 $6.00 
$3.00 : $3.00 
$1.00 $1.00 
$3.25 $3.25 
$0.50 $1.00 
$3.00 $7.50 
per single copy 
$25.00 $50.00 
$3.00 $6.00 
$3.00 $6.00 
$3.00 $6.00 
$3.00 $6.00 
$3.00 $6.00 
$6.00 $8.00 . 
$5.00 $5.00 





AAA NON- 
PUBLICATIONS MEMBERS MEMBERS 
STUDIES IN ACCOUNTING RESEARCH: : 
Volume No. 1, Investment Analysis and General 
Price-Level Adjustments, by Т. R. Dyckman, 76 : 
Diges.. oos cunc obo sss Ux ors her te ie $4.00 $6.00 | 


Volume No. 2, Accounting and Information Theory, 
by Baruch Lev. 84 раре$....................... $4.00 $6.00 
Volume No. 3, The Allocation Problem in Financial 
Accounting Theory, by Arthur L. Thomas, 122 pages $4.00 $6.00 


Volume No. 4, Accounting Controls and the Soviet 
Economic Reforms of 1966, by Bertrand Horwitz, 


TA PAROS адо аза rre ie sei $4.00 $6.00 
Volume No. 5, Information Evaluation, by Gerald 
A. Feltham, 149 раре$......................... $4.00 $6.00 


Volume No. 6, A Statement of Basic Auditing Con- 
cepts, by The Committee on Auditing Concepts, 


58 рареѕ............... ОСЕР DM $4.00 $6.00 
Volume No. 7, Valuation of Used Capital Assets, by 
Carl Beidleman, 84 рареѕ...................... $4.00 $6.00 


Volume No. 8. Obtaining Agreement on Standards 


93 раве. а. гезен в poems EET TE EE EE $4.00 $6.00 
Volume No. 9, The Allocation Problem: Part Two; 

by Arthur L. Thomas, 194 раре$................ $4.00 $6.00 
Volume No. 10, Theory of Accounting Measure- | 
ment, by Yuji Ijiri, 210 рареѕ................... $4.00 $6.00 


Volume No. 11, The Impact of Audit Frequency on 
the Quality of Internal Control, by Russell M. Bare- 
field, 86 pages...... 0... cece cece eee e eee eeeeee $4.00 $6.00 
Volume No. 12, A Comparative Analysis of Selected 
Income Measurement Theories in Financial Ac- 


counting, by James A. Anderson, 120 рареѕ...... $4.00 $6.00 
Volume No. 13, Measurement in Accounting Infor- | 

mation Criteria, by Theodore J. Mock, 116 pages. . . $4.00 $6.00 
Volume No. 14, Phantasmagoric Accounting, by р 
Robert E. Jensen, 200 рареѕ.................... $4.00 $6.00 


Volume No. 15, Adaptive Behavior: Management 
Control & Information Analysis, by Hiroyuki Itami, 
164 pages. seis coe наанаа i ere mee $4.00 $6.00 
Volume No. 16, Earnings or Cash Flows: An Ex- 
periment on Functional Fixation and the Valuation 
of the Firm, by A. Rashad Abdel-khalik and 
Thomas Е. Keller, 101 рареѕ................... $4.00 $6.00 
ACCOUNTING EDUCATION SERIES: 
Volume No. 1, Accounting Education: Problems and 
Prospects, edited by James Don Edwards, 602 pages $7.00 $14.00 
Volume No. 2, Researching The Accounting Cur- 
riculum: Strategies for Change, edited by William 


Ferrara, 227 раре$............................ $4.00 . $6.00 
Volume No. 3, The Core of the Curriculum for Ac- ` 
counting Majors by Richard E. Flaherty, 234 pages 36.00 $8.00 


Volume No. 4, Empirical Research in Accounting: 

A Methodological Viewpoint by A: Rashad Abdel- 

khalik and Bipin B. Ajinkya, 125 pages. ......... $4.00 $6.00 
Volume No. 5, Developing Communications Skills 

for the Accounting Profession by Robert W. Ingram | 
and Charles R. Frazier, 76 равеѕ................ $3.00 $6.00 


The Most Widely Used Text 
in Business Taxation! 
INCOME TAX AND BUSINESS DECISIONS: 


An Introductory Text, Fourth Edition 
William L. Raby, Touche Ross & Company 





Raby brings to his new fourth edition of this widely used text his enthusiasm 
for, and extensive experience in, the taxation field. Clearly illustrated with 
many interesting case studies, this text provides-a solid understanding of 
both the practical and theoretical aspects of all areas of business taxation. 


The pervasiveness of tax considerations in everyday administration and 
accounting decisions are emphasized throughout the book. The develop- 
ment of tax research skills is stressed, and the student is prepared to 
recognize the tax aspects of business situations and investments, and to 
seek practical responses. Income tax and tax planning strategies are 
-highlighted, discussion carefully integrated with accounting theory and 
practice. Focus is on the broad principles and concepts, and facts are 

`- presented with logical relationships while reflecting the newest develop- 
ments in the area of business taxation. Differentiates between financial and 
tax accounting, enabling the student to develop the basic skills needed for 
tax research and income tax returns for any of the major tax entities. 


This new edition includes chapter revisions concerning recent legislation, 
estate taxes, gift taxes, trusts and insurance. A new concluding chapter 
' unites various aspects of tax reform covered earlier in the book. 


Pedagogical aids include problems which reinforce critical thinking skills 
and provocative discussion questions. Structured to stimulate individual 
thinking, the organization of the material enables the instructor to shape 
the accounting course to meet the needs of both the beginning and more 
advanced student. 


Supplementary materials include: A Student Supplement; the Prentice- 
. Hall Federal Tax Handbook; U.S. Tax Reports; and a Teachers’ Manual. : 


1978 - 525 pp. (est.) | | Cloth: 


* For further information, or to order or reserve examination coples, please write: 
Robert Jordan, Dept. J-666, Prentice-Hall, Inc.; Englewood Cliifs, NJ 07632 . 
For "SUPER-QUICK" Service, dial TOLL FREE (800) 526-0485," between 
9:00 a.m.-4:30 p.m. EST, Mon.-Fri. 

“not applicable іп New Jersey, Alaska, Hawaii or Puerto Rico. 


Рун ев Ша 





| In 1981, HBJ 
_has taxation covered... 
concepts and topics 


- Wow available: 


An Introduction to Taxation 
1981 Edition 

RAY M. SOMMERFELD, 

University of Texas, Austin 

HERSHEL M. ANDERSON and HORACE R. 
BROCK, North Texas State University ` 


This annual edition provides a comprehen- 
sive analysis of the federal tax.system, 
including all changes through June 1, 1980. 
Combining principle and procedure, An 
Introduction to Taxation offers students and 
instructors the up-to-date accuracy of a 
tax manual along with the conceptual 
framework of a textbook — all within a single, 
coherent narrative. { 


Amongthe important features ofthe 1981 
edition: 

= The former appendix о Chapter 4 has been 
integrated into the chapter and expanded to 
include the sources of the tax law (the І.В.8.. 
Code, Treasury rulings, and Court rulings), 
the use of the sources, and elementary 
research. 

= An entirely new chapter (Chapter ў) — 
“Tax Rates: General Concepts” —covers 
all the basic rates applied in U. 8. income 
taxation. 5 


‚в Chapter 27, “The Compliance Process,” and 


Chapter 29, “The Tax-Planning Process,” 

have been revised to reflect recent changes. 

п Chapters 17 and 18 include changes in the 
^ tax law that will affect capital recovery and 

the extractive industries, such as faster 

write-offs for depreciation and the windfall 

profits tax. 

592 pages 

Accompanied by: Instructor’ Manual, a set of 
~ 20. соїот slides, and packets of return forms 

and schedules. 


Prepublication examination copies 
' now available: 


An Introduction to Taxation 
Advanced Topics 

RAY M. SOMMERFELD, ANNA FOWLER, 
HERSHEL ANDERSON, HORACE R. BROCK, 
JOHN KRAMER, SANDRA KRAMER, 


` RICHARD BOLEY, JAMES WHEELER, | 


SILVIA MADEO, MICHAEL MOORE, 
FRED STREULING, JAMES BOYD 


This new introduction to advanced topics in 


taxation presents a.thorough explanation of 
tax research; corporate taxation (including 
reorganization, consolidation, and Subchap- 
ter § corporations); partnership taxation; 
estate and trust taxation; income taxation of. 
estates and trusts; taxation of personal 
holding companies; and two topics unique to 
this survey text: Social Security taxation, and: 
taxation of international transactions. A 


` modular organization permits flexibility in 


assigning and teaching the topics. The book 


. also features numerous illustrative examples 
and varied problem materials, including .. 


research and return problems. Advanced. 
Topics will be published every two years, and 
an update for fall classes will be provided to 
users in the year in which itis not revised. . 
592 pages 

Publication: January 1981 

Solutions Manual with solutions to all prob- 
lems in the text. 
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TITLES 
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Anderson: Leslie “Teitlchoum 
L 
DOMPLING 


PON UIDE + 
PRACTICAL GUY 
Ai AUDIT ‘ORS 


` Teachers! 
Order Your 
Copies Now! 





Financial Accounting 
. Standards 
Explanation and Analysis — 
2nd Edition 


by Jon A. Booker & Bill D. Jarnagin 


This valuable new edition is designed to aid students in achieving a com- 
prehensive understanding of the professional pronouncements issued by 
the Accounting Principles Board and its successor, the Financial 
Accounting Standards Board. Covering the latest opinions and 
statements currently In effect, the book blends clearly-written explana- 
tions with detailed examples and helpful illustrations to meet a variety of 


teaching needs in Intermediate or Financial Accounting, CPA Review, ` 


Accounting Theory and other courses. The book is topically arranged in 
13 sections that follow major balance sheet divisions as closely as pos- 
sible. A unique three-level approach of explanation and analysis pro- 
vides 1) flowcharts, illustrating the general decision process and 
accounting procedures required by a pronouncement; 2) general discus- 
sion of the ‘pronouncement’s major provisions; and 3) detailed 
examples. In all, 800 pages, 6'' x 9'', heavy paper covers. 


А special 160-page problem supplement containing more than 500 ques- 
tions and problems is also available at $3 each, sent ‘‘in bulk’’ to teachers 
who adopt this text in quantities of 10 or more copies. for their classes, or 
shipped directly to the bookstore with the text. The school adoption price 
for ''Financial Accounting Standards — Explanation and Analysis” is 
$11.50 per copy less 20% trade discount to the school bookstore. Single 
copy Teacher Price is $13.20 each. Pub. August 1980. 


Dollar-Unit Sampling: 


A Practical Guide for Auditors 


by Donald A. Leslie, Albert D. Teitlebaum 
& Rodney J. Anderson 


` Finally, a simple and convenient method of statistical sampling! This is 


the complete guide for instructing those who wish to use dollar-unit 
sampling in place of more classical sampling plans. 


Most statistical sampling auditing techniques involve reviewing invoices 
(or other physical units) at predetermined numeric intervals. Dollar-unit 
sampling is a method of auditing individual dollars at specific intervals. 
Every dollar represents, for review, the invoice on which it appears; 
thus, a large invoice (which is much more likely to contain a large error) 
has a much greater chance of being scrutinized than a smaller one, yet 
the smaller invoices will be represented proportionately. 


Written by two auditors and their consulting statistician, Dollar-Unit 
Sampling is written in clear, easy-to-understand language. Of course, 
the use of mathematics is necessary to demonstrate the concept, but the 
detailed computations have been removed to the appendices. In all, 432 
pages, 6'" x 9'', hard bound. Pub. November 1979, by Copp Clark 
Pitman, in Toronto, Canada. Price is $22.50 per copy. 
COMMERCE, CLEARING: HOUSES INÇ, 


PUBLISHERS of TOPICAL LAW REPORTS 
4025 W. PETERSON AVE., CHICAGO, ILLINOIS 60646 


v 


Allow us to introduce ourselves . . . 
*Lambers CPA Review" is our name. 


We are new on the national scene, bringingto CPA candidates a superior, 
high quality review course . . . featuring our exclusive, copyrighted 
material, live instruction by a professional staff, anda choice of 22-week 
. or 12-weék programs. | ; i 


We are the largest CPA review course in New England, having started in 
Boston in 1966. Among our students' achievements, we are proud to 
claim 18 medal winners, including 5 on the November 1979 CPA 
examination in Illinois, Maine, Massachusetts, New Hampshire and 
Puerto Rico. 


Courses are held in the following cities: 


Arlington, VA ë Hartford, CT 

: *Atlantic City, Nj zo *Philadelphia, PA 
Baltimore, MD Portland, ME 
Boston, MA - Providence, RI. 
Bridgeport, CT San Francisco, CA. 
Chicago, IL San Juan, PR 
Cleveland, OH - Seattle, WA 
Dallas, TX ` ` Tampa, FL 

^ Denver, СО ` Washington, DC 

*Ft. Washington, PA Youngstown, OH 

Ft. Worth, TX *(operating as Gross-Lambers CPA Course) 
Greensboro, NC 


If you would like to know more about Lambers, mail i iù the coupon 
below. — 


T LAMBERS CPA REVIEW - 


77 Summer Street, Boston, MA 02110. 
617-542-4068 


( ) Send information on your course in 
{ ) Send me a sample chapter from your course books. 


Name 
Address 
City 








INTERMEDIATE 


ACCOUNTING, 3rd Ed. 
Donald E. Kieso, Northern Illinois University, & 
Jerry J. Weygandt, The University of 
Wisconsin-Madison : ; 
The intermediate accounting text that ` 
works—now works even better! : 
This new Third Edition gives you: 
* coverage of all the most recent (through 
October 1979) relevant literature and 
po rae the FASB; AICPA, end 
S 


, * expanded and revised problem material to 


i 


support every major point in every chapter - 
and an improved, fotal Instructional 
Package. 


All-new separate Instructor's Manual (by 
Raymond J. Clay, Jr, Texas Tech University)—- 
Contains lecture outlines and notes for all 
chapters, enrichment materials and informa- 
tive examples from general accounting litera- 
ture (especially FASB pronouscamenis (e and 


annotated lists of journal articles. . 
. An expanded Solutions Manual—With . 


greater detail than ever, including a descrip- - 
tion and the purpose of each case and each 


problem, suggested answers to all questions ` 


and cases, and error-free solutions to all eger- 
cises and problems in the text. Suitable for _ 
easy making of transparency masters. ` 


Student Study Guide (by Raymond J. Clay, 


Jr.)—With an outline and summary of important - 


. topics, plus self-test objective questions and 


Short exercises, with answers keyed to the text. 
And expanded Present Value Tables. 


New and improved selection of transparen: ` 


` cles-Keyed to the most important problems in 


each chapter. 


Working Papers—Partially filled-in, ruled 
working papers needed for solving all prob- 
lems in the text 

Checklist of key figures—Figures for al all prob- 
lems in the text for verifying solutions. 





Quality... i in the Text 


Practice Set (with Solutions Manual)—Rock- : 


ford Corporation practice set designed to 
accompany Chapter З and be used as a pre- 
paratory review of elementary financial - 
accounting. Includes journal transactions, - 
adjusting an entry, and more. 

Test Bank—In a bold, clear typeface for easy 
reproduction featuring chapter-by-chapter 
objective tests plus comprehensive examina- 
tions covering 4-6 chapters each 


+ 


‘Now available! — T ы 





SEC ACCOUNTING 


John W. Buckley, UCLA, Marlene H. Buckley, 


` Loyola Marymount Univ. & Tom M. Plank, 


California Polytechnic Univ. 


For professionally preparing the shideni to 
deal with the accounting standards, principles, 
and procedures of the SEC system of regula- 
tion, this new text is unmatched. The authors 


. offer complete coverage of SEC accounting . . 


standards as contained in Regulations S-X and 
S-k, and the Accounting Series Releases. With 
numerous examples, exhibits, amd cases 
emphasizing "real world" experience. 


То be published March, 1980 





= ol 


and in the Package - 


FINANCIAL 
ACCOUNTING A 


Ronald M. Copeland, University of South 
Carolina, Paul E. Dascher, Drexel University, & 
Dale L. Davison, Arizona State University; 

A complete, balanced introduction to finan- 
cial accounting practices, procedures, and 
theories 


. Copeland/Dascher/Davison offers: 
. © Intelligent blend of the conceptual and the 
procedural . 
* Plentiful examples and illustrations 
* Sixteen "Supplementary Discussions" for 
optional assignment 
‚ * Action-Oriented learning Objectives for 
each chapter 

• Abundant, class-tested assignment materials 

(with many problems adapted from CPA and 
CMA examinations) % ж, 

Plus—a fully "articulated"ancillary package 
Instructor's Manual—Most instructor's manu- 
als are nothing more than a solutions manual 
for problems in the text. Not this one. Besides : 
the detailed solutions to all questions, exer- 
cises, and problems in the.text that you expect, 
this manual also contains: a complete course 
syllabus with problem assignments, а сот» 
plete set of chapter-by-chapter teaching: 
notes that describe anticipated teaching prob- 
lems, along with numerous tips, suggestions, 
and classroom demonstrations, examples, and 
assorted exercises; solution to the Practice 
Set; and—for each chapter—a unique classifi- 

. cation matrix table that relates the question, 
exercises, and problenis to the key points cov- 
ered in the text. Finally, a special highlight is. 
the complete lecture outline on International 
Accounting for those wishing to add an intro- 
duction to that incréasingly important field. 


Student Study Guide—Prepared by Fred A. 
Jacobs of The Univ. of Tennessee. Provides an 
outline and a complete summary of important 
topics, plus more selt-test objective questions, 
short exercises, and problems than similar ` 
study guides. Answers are keyed back to the ` 
text page. This guide is completely integrated 
and саан with the text, e.g., key words in 
the text also appear as key words in the study 


guide. 


Working Papers—These preprinted forms are 
matched with problem materials from the ends 


-of chapters: They provide a guide relative to 


solutions and present a realistic setting for 
-problem solutions. 

Practice Set—Prepared by Stanley Н, Kratch- 
man of Texas A & M Univ. Designed to follow 
the accounting cycle through the entire text 
presentation, this practice set provides expo- 
sure to a comprehensive, realistic business sit- 
uation, resulting in a real world approach to: 
the accounting cycle. It also includes partially 
complete check work throughout, enabling stu- 
dents to reach logical check points amd to 
determine the correctness of the solution to that 
point—unlike other practice sets which lead 
students through the entire problems i in aright 
or wrong mode. 

Test Package—The achievement tests—two 


‘ parallel sets, consisting of four tests covering 


four text chapters each—are coordinated with 
the text, designed to directly correspond to 
end-of-chapter assignment materials. Thus, 
while presenting new data, they do not present 
unfamiliar situations and are therefore a valid 
basis for examinations. 
Transparencies—Overhead transparencies . 
for all problem solutions in the text. 
Checklist-This checklist of key figures for 
problems in the text aids students in verifying 
their problem solutions and in discovering 


- their own errors. 


Now available! 





To request complimentary copies, write to 
Howard Smith, Dept. 0-7458. Please include 
course name; enrollment, and title of present 


text. 
JOHN WILEY & SONS, Inc. 


f 605 Third Avenue 


New York, N.Y. 10016 
In Canada: 22 Worcester Road, Rexdale, Ontario 
Prices subject to change without notice. 


-0-7496 


Today's Accounting Books for 
Today's Accounting Students 





New in 1981! 


Cost Accounting: Processing, 

| Evaluating, and Using Cost 
Data, Second Edition Wayne J. 
Morse, University of Tennessee at 
Knoxville (04677) $19.95 (tent.) 


Smoothing Income Numbers: 
Objectives, Means, and Impli- 
cations Joshua Ronen and 

Simcha Sadan, both of New York 
University (03773) $5.95 (tent.) 


Just Published! | 
Accounting Policy: Impact on 


Corporate Management Lauren | 


К. Newton, UCLA (05891) $5.95 
Information Analysis, Second 


Edition Joel 5. Demski, Stanford . Е 


University (01251) $5.95 


The Conceptual Foundations 
of Management Accounting 
| Ahmed Belkaoui, University. of 
Ottawa (00097) $5.95 


Other Fine Books on 
Accounting 

Essentials of Accounting, Sec- 
ond Edition Robert N. Anthony, 


| Harvard Business School 
(00252) $9.95 


from Addison-Wesley 





Жобо Information 
Systems and Business Orga- 
nizations, Second Edition 
Barry E. Cushing, University of 
Utah (01016) $18.95 | 


Information Systems for 
Accounting: A Book of Read- 
ings James R. Davis, University 
of South Carolina, and D E. 
Cushing, University of Utah .. 
(01098) $7.95 


Financial Accounting Infor- 
mation: An Introduction to 
its Preparation and Use | 
A. Thompson Montgomery, 

San Francisco State University 
(04984) $16.95 


Managerial Accounting Infor- 


mation: An Introduction to 
its Content and Usefulness 


. A. Thompson Montgomery, 
. San Francisco State University 


(04927) $17.95 


For complimentary examination 


. copies, write to Bill Hamilton, 


Senior Editor. Please state course, 
enrollment, and text now in use. 


A 
ҮҮ 


Business and Professional Division 





Addison-Wesley Publishing Company, Inc. 
Reading, Massachusetts 01867 - 


ACCOUNTING, ORGANIZATIONS 
AND SOCIETY 


An international journal devoted to the behavioural, organizational and social aspects of accouating 


Editor: Anthony G. Hopwood 
London Graduate School of Business Studies 
Volume 5, Number 1 


CONTENTS 
THE ROLE OF ACCOUNTING IN ORGANIZATIONS AND SOCIETY 


S. Burchell, C. Clubb, The roles of accounting in organizations and society 

А. Hopwood, J. Hughes & : 

J.-Nahapiet 

E. G. Flamholtz The process of measurement in managerial accounting: a psycho-technical 
'systems perspective А 

J. W. Buckley Policy models in accounting: a critical commentary 

J. G. Birnberg The role of accounting in financial disclosure 

A. Charnes & W. W. Cooper Auditing and accounting for program efficiency and management efficiency 

. in not-for-profit entities 

Y. Ijiri & E. C.. Kelly Multidimensional accounting and distributed databases: tbeir irnplications 
for organizations and society 

S. L. Ansari & J.J. McDonough  Intersubjectivity—the challenge and opportunity for accounting 

A. M. Tinker Towards a political economy of accounting: an empirical illustretion of the 
Cambridge controversies 


R. J. Chambers : 'The myths and the science of accounting ч 


Discussions of the papers are provided by: Michael Bromwich, Charles Christenson, David Ccoper, Paul 
Griffin, David Hayes, Robert Kaplan, Tony Lowe, Richard Mason and Shyam Sunder. 


Annual Subscription US $95 for libraries and multiple-reader institutions. Any individual, whose li»rary takes 

out and institutional subscription, may purchase a subscription for personal use at US $30, Student rate US $20. 

All subscription enquiries should be addressed to: The Subscription Fulfillment Manager, Pergemon Press 
. Ltd., Headington Hill Hall, Oxford OX3 OBW, England. : 


Accounting Education Series, Volume No. 5 


Developing Communications Skills for 
the Accounting Profession 
by 


ROBERT W. INGRAM AND CHARLES К. FRAZIER 
(University of South Carolina) 


This research study identifies the views of accounting educators and practi- 
tioners on the inability of many accounting students and graduates to speak 
and write effectively. The study goes on to consider possible remedies to the 
communications problem. 


66 pages 
Members $3.00 
Nonmembers $6.00 


ISBN 0-86439-035-5 
AMERICAN ACCOUNTING ASSOCIATION 


5717 Bessie Drive 
Sarasota, FL 33583 





JOURNAL OF ACCOUNTING AND ECONOMICS 

























Editors: Associate Editors: 
Ross L. Watts Armen Alchian George Foster Frank Milne 
Jerold L. Zimmerman Ray Ball John Gould James Ohlson 
William Beaver Robert Hagerman James Patell 
Consulting Editor : : George Benston John Hughes Stephen Ross 
: 2 Dan Collins Michael Jensen G. William Schwert 
Nils H. Hakansson Тош Dyckman Robert Kaplan Shyam Sunder ` 
Eugene Fama Baruch Lev Roman L. Weil 
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SYMPOSIUM ON THE SECURITY PRICE REACTION TO REQUIRED REPLACEMENT COST DISCLOSURES |. 
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On the Irrelevance of Replacement Cost Disclosures for Security Prices 
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Annual subscription Dfl. 55.00 (US $27.31) to private subscribers or Dfl. 115.00 (US $56.00) to libraries and 
institutions. Orders should be sent directly tó: North-Holland Publishing Company, P.O. Box 211, Amster- 
dam, The Netherlands. Student subscriptions are also available at a special price of US $13 and orders should 
be sent to: Professors Watts and Zimmerman, Graduate School of Management, University of Rochester, 
Rochester, New York, 14627, U.S.A. Manuscripts should be submitted (in triplicate with $20 submission fee) 
to: Professors Watts and Zimmerman, Graduate School of Management, University of Rochester, Rochester, 
New York, 14627, U.S.A. à 






Notable Contributions to the Periodical 
International Accounting Literature — 
1975—78 


i A 
BY THE INTERNATIONAL ACCOUNTING SECTION OF AAA 


This volume is the first major publication of the International Section 
of the American Accounting Association. The 15 selections in this 
“reader” reflect a variety of outstanding articles from many which were 
nominated. It is a valuable collection of articles for specialists, and it 
exposes students to issues in international accounting. 


168 pages 
Метђегѕ.........................$6.00 
Мошпешбегз......................$8.00 





THE UNIVERSITY OF ILLINOIS 
(Urbana-Champaign) 
College of Commerce and Business Administration 
HEAD OF THE DEPARTMENT OF ACCOUNTANCY 


Nominations and applications are invited for the permanent position of the Head of the Department of 
Accountancy, College of Commerce and Business Administration at the University of Illinois at Urbana- 
Champaign. The candidate must possess an earned doctorate, and give evidence of demonstrated excellence 
in research, teaching and service sufficient to merit the rank of full professor in the department. Strong 
preference will be given to a person whose educational background and relevant experience indicate that 
he or she could provide academic and professional leadership including interaction with business organiza- 
tions and the accounting profession. 

The Department of Accountacy at UIUC is a major teaching and research unit with approximately 35 
full time faculty and large undergraduate, professional and doctoral programs. The successful candidate 
must be capable of providing strong academic leadership in the research and teaching programs of the 
department. Ability to assume responsibility for all academic, administrative and budgetary matters is 
essential, as is the maintenance of effective liaison within the College and University academic and ad- 
ministrative structures. 

Salary is negotiable. The position is available August 21, 1981. 

To be assured of full consideration applications (including resume and the names of three references) 
should be received no later than November 14, 1980. Correspondence should be sent to: 

Paul Uselding, Chairperson 
Search Committee for the Head of Accountancy 
College of Commerce and Business Administration 
260 Commerce West 
University of Illinois at Urbana-Champaign 
Urbana, Illinois 61801 
Phone: 217/333-0120 
THE UNIVERSITY OF ILLINOIS IS AN EQUAL 
OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 


INDIANA UNIVERSITY SCHOOL OF BUSINESS 
is soliciting nominations for the 
A. L. PRICKETT PROFESSORSHIP IN ACCOUNTING 


The alumni and friends of the Indiana University School of Business have generiously 
endowed a professorship in honor of A. L. Prickett, who served as professor and chair- 
person in accounting for many years. Nominations and applications for an occupant of 
this professorship to begin with the 1981-82 academic year are invited.. 


Applicants and nominees should be productive scholars and established teachers with 
a promise of future contributions of an exceptional nature in the area of teaching, 
research, and institutional development. For appointment, the nominee selected must 
meet the qualifications for a full rank, tenured position at Indiana University. 


Nominations and applications should be sent by January 1, 1981 to: 


Earl A. Spiller, Jr. 

Chairperson, Department of Accounting 
School of Business 

Indiana University 

Bloomington, IN 47405 


Indiana University is an equal employment opportunity, affirmative action employer. 





Volume No. 3 


The Core of the Curriculum 
for Accounting Majors 


by 
Richard E. Flaherty 


234 pages 


This publication presents the results of a research study designed to assist in 
the evaluation and development of accounting curricula in colleges and uni- 
versities. Specific objectives of the study included identification of a body of 
common accounting knowledge, identification of cores of accounting knowl- 
edge for various areas of specialization, determination of the degree of emphasis 
which ought to be placed upon conceptual knowledge and technical ability for 
various accounting topics and determination of the relative importance of 
accounting topics. Also, the views of accounting educators and accounting 
practitioners with respect to various accounting topics are compared. Opinions 
of individuals with recognized expertise in accounting education and account- 
ing practice were gathered and served as the data source for the study. 


The results indicated that, on an overall basis, respondents placed more ` 


emphasis upon conceptual knowledge than upon technical ability. Also, sig- 
nificant differences between importance responses of educators and practi- 
tioners were found for a majority of the questionnaire topics. The author dis- 


cusses some implications of these and other findings in the concluding chapter. 


and raises questions which can best be addressed through additional research. 
Also included in the publication is a lengthy bibliography which should be 
useful to researchers dealing with accounting education issues. 

The findings should be interesting and useful to educators responsible for 
evaluating and developing accounting curricula. Likewise, textbook authors 
should find the study useful. The findings should also be of interest to account- 
ing practitioners. 


Published 1979 


Мешбегз............. КО ОООО Т . $6.00 
Nonmembers........ Бак ada hs $8.00 | 
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Volume No. 4 


EMPIRICAL RESEARCH IN ACCOUNTING: 
A Methodological Viewpoint 


by 
A. Rashad Abdel-khalik 
and 
Bipin B. Ajinkya 


125 pages 


This book is an outgrowth of a continuing education course entitled "research 
appreciation," which has been offered by the American Accounting Association 
for about five years. Its main objective is to introduce new students to some 
empirical research approaches and methods used in accounting. 

The book consists of two main parts. Part I deals with basic concepts of theory 
construction and verification. The scientific method is introduced and is contrasted 
with the naturalistic view of research. 

Part II of the book consists of summaries of a set of accounting research articles 
reflecting different topics, designs and approaches to data collection. These are 
followed by an integrated analysis that discusses issues of motivation, design, 
controls and other important dimensions of the research act. 

Finally, the book ends with a set of exercises which consists of sequences of 
research articles on four accounting problem-topics. Each sequence includes 
articles and research publications which trace the development of thought and of 
research methods concerning that particular problem-topic. The book is expected 
to be particularly useful to those who want to read and critically appreciate 
modern research or those who are about to begin doing it. 


Published 1979 


Members 
Nonmembers 





-. New for college courses... 


й Over 80 adoptions - 
. its first semester! 


Modern 
“ошоду © ,0 К 
Auditing 
. Walter С. Kell, University of Michigan 
Richard E. Ziegler, University of Illinois. 
| | at Urbana > - ey 


Clearly presented for undergraduates, : 

. challenging enough for your graduate students, 
Modern AUTE is the auditing text for 
the80's... . | 


Extensive coverage of internal accounting control in response to the requirements of the 
Foreign Corrupt Practices Act plus a full chapter on SEC accounting and reporting 
requirements 3 | ' t 


€ Organization that reflects both sound pedagogy and the realities of the contemporary 
practice of auditing for providing insight into the “why” as well as the "how" of current 
auditing practice ` Е P oe. 4 

€ Comprehensive. presentation of the auditor's study and evaluation of EDP together with - 
specific applications and case studies of EDP in the tests of transactions and balances 


© Fully authoritative-The authors make extensive use of references to the professional 
literature and pronouncements of the Auditing Standards Board —all carefully integrated 
with the text. Modern Auditing has been class-tested and reviewed by leading accounting 
educators and audit partners of professional accounting firms _ j 


+ 


€ Student aids feature special introductory study objectives for each chapter and extensive — 

end-of-chapter materials including a variety of questions and problems from uniform 

examinations and case studies drawn from the three international public accounting 
irms | p 

$ f 

€ A separate Student Study Guide and a comprehensive Instructor's Manual are also available 


(1980 - (0. 785рр_ — ^ $18.50 


Contact: Peter Tobin 


WA Warren, Gorham & Lamont, Inc., 
College Textbook Division 
Gl? 210 South Street, Boston, Massachusetts 02111 


(800) 225-2363 toll-free outside Massachusetts 
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from Warren Gorham & Lamont 


A complete teaching package 
for your corporate tax course... 


Fundamentals of 
Federal Income 
Taxation of 
Corporations and 
. Shareholders 
Boris I. Bittker, Yale University 


James S. Eustice, New York University 


. Edited for Student Use by 
Peter T. Joseph, Member of the New York Bar 


| Just published ~a special edited student edition of . 
the Bittker and Eustice classic corporate tax treatise... 


€ Comprehensive - offers a complete overview of the laws, concepts and principal issues 
involved in handling the tax affairs of corporations and their stockholders 


€ Concise – specially scaled for the one semester course. Every footnote has been reviewed 
and edited to produce a concise, careful abridgement of the Bittker/Eustice Professional 
Edition though 4596 shorter 


€ Readable- Well known for their clarity and readability іп the Professional Edition, Bittker 
a Eustice have written an especially cogent text particularly valuable in this new student 
edition f 

€ Complete - The Fundamentals package designed for optimum teachahillty is accompanied 
by both a student Study Guide and Instructor’s Manual. The Guide includes brief sum- 
maries of all topics and examples, questions, and problems, all thoroughly class-tested by 

. the authors, and designed to стеу де illustrate the Bittker text. The Guide provides an 
integration of major concepts with everyday problem soe and the rendering of 
practical tax advice as well as relevant applications of the principles studied. The Instruc- 
tor’s Manual is.available to adopters. 


For theintroductory and sophisticated student | 
1980 | /. . 760pp S $18.50 


In requesting your complimentary examination copy, please ыз 
specify your course number and title, enrollment and present text. s -` 
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Tax Planning for Educators 
А helpful guide for all faculty members. 


Tax Planning for Educators contains a concise review of numerous tax topics of particular 
interest to educators. It should be a valuable source of ideas for tax planning and compliance 
and benefit educators and employers of educators. It is intended for the reader with some 
basic understanding of tax and does consider the Revenue Act of 1978. 


Compiled and written by the AAA Tax Information Service Committee 
Price: Members, $3; non-members, $6. 
| Published by 
The American Accounting Association ` 
То order, please write to AAA, 5717 Bessie Drive, Sarasota, FL 33583 


Eighty-eight International 
Accounting Problems 


By GEORGE M. SCOTT 


Eighty-eight International Accounting Problems In Rank Order of Importance—A 
DELPHI Evaluation is an analysis of the collective opinions of 41 experts from 14 
countries on International Accounting. These experts ranked the 88 International 
Accounting problems they identified in terms of the problems' relative importance 
- and offered suggestions about research and other approaches that can be useful in 
déaling with the problems. Their opinions are summarized into overall importance 
rankings and these summarized opinions are analyzed i in this valuable research study. 


Never before has a systematic analysis of the entire international accounting area 
been undertaken. The study not only provides important broad insights into and 
perspectives about international accounting, it also contains a welath of detailed in- 
formation. It is a “must” for academic researchers, policy-makers, and agency and 
corporate officials concerned with international accounting standards, currency 
translation, international financial control, international taxation, or international 
auditing, or with a variety of other aspects of international operations. 


Free to members of the International Section of the AAA upon request. 
Price to others: $5.00 





| Accounting Students and n 
Abstract Reasoning 


By GEORGE Е. SHUTE 


This Research Report represents the first stage of a full scale study of the 
cognitive development of accounting students. This report discusses how 
the development of analytic reasoning is the concern of educators con- . 
cerned with the professional development of practicing accountants as 
well as the development of students in collegiate accounting courses. 


i 


71 pages ys ^ 
Members....... oos d eae die ..$3.00 
Nonmembers 





CHANGE OF ADDRESS 
PLEASE HELP US MAINTAIN YOUR CORRECT MAILING ADDRESS. ' 
Notify us promptly of your new address to ensure delivery of THE ACCOUNTING REVIEW. 
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The Thirteenth Edition of 
ACCOUNTING PRINCIPLES 
marks the golden anniversary of 
atext that has been used by more 
accounting instructors to teach 
the principles course than any 
other text. Over 5 million students 
have been introduced to account- 
ing with it, too! 

ACCOUNTING PRINCIPLES, 
Thirteenth Edition, is a revision 
based on a nationwide survey of the 
needs of accounting instructors. 


Here are some revision highlights 
you asked for: 

Learning Objectives at the te- 
ginning of each chapter provide 
specific direction for the study 
of text material. . 


A new Glossary of accounting 
terms and.common business and 
accounting expressions has been 
added as Appendix A. 

The Depreciation Concept is 
now introduced in Chapter 3 
(rather than Chapter 1) when a 
student is more likely to under- 
stand and master it. 

Accounting Systems chapters 
have been revised to emphasize 


- accounting systems design and 


internal control. 


The influence of Accounting 
and Governmental Organizations 
on accounting practices has been 
expanded. 

An expanded discussion of, 
Financial Analysis emphasizes 
both solvency and profitability. 

Latest developments in ac- 
counting and business are included 
in a management report section 
of an annual report, financial fore- 
casts, zero-base budgeting, price- 
level accounting techniques, and 


current FASB pronouncements. . 


As with previous editions, a full 
package of supplementary items 
is available. 


Celebrate our Golden Anniversary Edition by ordering today! 
| J SOUTH-WESTERN PUBLISHING CO. | 


$101 Madison Road, 


355 Conde Street, 11310 Gemini Lane, 
Cincinnati, ОН 45227 West Chicago, IL 60185 Dallas, TX 76228 


925 Spring Road, 
Pelham Manor NY 10803 Palo Aito, СА 94304 


855 California Avenue, 





IRWIN Countdown 
for 1981 | 


FUNDAMENTAL ACCOUNTING 
PRINCIPLES, NINTH EDITION a 


William W. Pyle and Kermit D. carson: 
University of кахан at Austin 





With a COMPLE TE Package of Teaching Aids: 


* Practice Sets: i II, TM 
• Solutions Manual (For Ë Practice Sets) 
• Working Papers: Volumes | & II dc 
* Check Figures | иа 
e Test Manual _ " 
* Individual Printed Tests: A, B, 8с o o ЕУ 
e Solutions Manual: . o4 
e Transparencies _ 

. * Workbook/Study Guide 













. When requesting examination copies for adoption considera- 
tion, please indicate course title and.text presently used. 


Richard D. Irwin, Inc. 
HOMEWOOD, ILLINOIS 60430. 
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| Tes в here! The 1981 text you’v ve bern waiting for... Intro- . T. 
lb $o | “duction to Financial ‘Aceounting by Charles T. Horügrén ` | 
Er Ж (Stanford University) .. . Complete. . . Clear... Current 
2. We could write volumes about this unique: 100- -page 
ext: .. but we'll let author Chuck; нолае tell youi in his . 
. own words: - 


|. “This text stresses ев uriderlying HERR but it makes 
them concrete, with profuse illustrations, niany taken 
from corporate annual reports. Moreover, accounting ~ 
procedures such as transactions analysis, journalizing 
‘and posting : aré given abundant consideration. In this 
é way, the reader obtains a thorough grasp of the funda- 
~ mentals.of accounting. The study of concepts develops 
| understanding of procedures, and thé study of proce- 
d durés enriches understanding of concepts.” 
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So much can be said about this exciting new, introductory " 
text; but what's important is.;.it was written by 
Horngren, so.we're sure уой” re e going tó like it. Need | 

ме say any т more? Send: for; Your сору 1 now! - 

* For further information, or to. орде br'réserve exam- ' 


C]? ‘ination copies; pledse write: Robert Jordan; Dept.:J-656, 
| Prentice- Hall, Inc-, Englewood: Cliffs, NJ 07632 


г. For “SUPER-QUICK” Service, dial TOLL FREE 
m (800) 526-0485," between 9: 00 a. m. nd :30 p.m. i 
EST; Mon.-Fri. ` EN 


*not ot applicable i in New Tettey, ‘Alaska, Hawaii g or Puerto Rico. 





